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Experience the Money Museum virtually, including 
Money of Empire: Elizabeth to Elizabeth, the 
immersive World War | exhibit, Money of the 
| ~ Civil War, the Harry VV. Bass, Jr. Collection 

of U.S. gold coins, and much more at 





Become a member of the American Numismatic Association 
for as little as $30. Call 800-367-9723 or visit money.org/join 
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Investing A-fo Z: 


Virtual Financiel.Educat 





Join the Museum of American Finance, in partnership with the New York Public Library’s 
Thomas Yoseloff Business Center, for a nine-part series on investing. Designed to lead you 
through basic investment concepts, the series aims to provide participants with a greater 
understanding of what professional investors look for when reviewing stocks, bonds, 
mutual funds and options. Learn about interest rates and economic indicators and how 
they impact markets. The speakers include investment specialists from FINRA, the SEC, 
distinguished professors from Fordham University and New York University, as well as Wall 
Street investment professionals. The series begins on July 28 at noon and continues each 
Wednesday at noon through September 22. 


Programs Include: 


July 28 Investing: Let’s Get Started 

August 4 An Introduction to Investing in Stocks 
August 11 Investing in Stocks: Analysis 

August 18 The Importance of Interest Rates and Markets 
August 25 Investing in Bonds 


September 1 Understanding Mutual Funds & ETFs 
September 8 Economic and Investment Outlook 
September 15 Equity Options — Core Concepts and Terms 
September 22 Origins of the Capital Markets 


All above events are FREE. Registration is required. 
Registered guests will receive virtual event details prior to the program. 


Register today for any of all of the programs at: 


www.mooaf.org/InvestingAtoZ 


MUSEUM CNew Nor 
OF AMERICAN A>) Librar 
FINANCE aid 


2 


FINANCIAL 
HISTORY 


THE MAGAZINE OF THE 
MUSEUM OF AMERICAN FINANCE 


in association with 
the Smithsonian Institution 


Issue 138 « Summer 2021 
(ISSN 1520-4723) 


Kristin Aguilera 
Editor 


EDITORIAL ADVISORY BOARD 
Howard A. Baker, Esq. 
Howard Baker Associates 
Lawrence A. Cunningham 
The George Washington University 
Brian Grinder 
Eastern Washington University 
Gregory DL Morris 
Freelance Journalist 
Susie Pak 
St. John’s University 
Arthur W. Samansky 
The Samansky Group 
Myles Thompson 
Columbia Business School Publishing 
Janice Traflet 
Bucknell University 
Robert E. Wright 
American Institute for Economic Research 


Jason Zweig 
The Wall Street Journal 


ART DIRECTION 
Alan Barnett Design 


MUSEUM STAFF 
David J. Cowen, President/CEO 
Kristin Aguilera, Deputy Director 
Robert Dinkelmann, IT/Technology 
Maura Ferguson, Director of Exhibits 
Sarah Poole, Collections Manager 


Linda Rapacki, Managing Director 
of Visitor Services and Operations 


Mindy Ross, Director, External Relations 
Ben Urizar, Assistant Director of Visitor Services 


Copyright © 2021 by the 
Museum of American Finance, publisher. 
All rights reserved. 


Financial History is the official membership 
magazine of the Museum of American Finance. 


MUSEUM 


OF AMERICAN 


FINANCE 


& Smithsonian Affiliate 





IN THIS ISSUE 


FEATURES 





© 


© 


The Feminization of Capital 
The mid-century origins of the modern board diversity debate. 
> By Sarah C. Haan 


Inside Money 
Brown Brothers Harriman and the American way of power. 
> By Zachary Karabell 


Populist Prophets, Public Profits 
Pied pipers of lucre, from Thomas Lawson to Roaring Kitty. 
> By Peter C. Earle 


A Cornerstone of Our Nation’s Economy 
The financial history of infrastructure. 
> By Gregory DL Morris 


President Nixon’s Wage and Price Controls 


50 years ago, President Richard Nixon announced a 90-day 
freeze on all wages, salaries, prices and rents—the first order 
of its kind imposed during peacetime. 


> By Michael A. Martorelli 


Wildcat Currencies 
US monetary history and the future cryptocurrency system. 
> By Franklin Noll 


Sesquicentennial of the Canadian Bank Act 


Examining the similarities—and differences—between the American and 
Canadian banking systems on the 150th anniversary of Canadian banking. 


> By Joe Martin 


FINANCIAL HISTORY | Summer 2021 | www.MoAF.org 


IN THIS ISSUE DEPARTMENTS Pistia ce 


Andrea de Cholnoky, Co-Vice Chair 


Golden Seeds 


Karen Seitz, Co-Vice Chair 
Fusion Partners 








. Robert Muccilo, Treasurer 
© The Ticker Consolidated Edison 
he ye Alvi Abuaf 
The Museum partners with the New York Public Library Motive Partners Private Equity 
on anew nine-part financial education series for adults. oe 
Marcy Cohen 
ING Americas 
David J. Cowen, President/CEO 
Message to Members Museum of American Finance 
. . Sanford Crystal 
> By David Cowen, President and CEO Crystal & Company 


Lawrence A. Cunningham 
The George Washington University 


John P. Davidson Ill 





; . occ 
Connecting to Collections Péter Davis 
; EY 
Museum Acquires FDR Letter Charles Elson, Advisory Trustee 
> By Sarah Poole, Collections Manager a a 
Eileen Fahey 


Fitch Ratings 
Adam Goldstein 


. Vettery 
7 | Educators’ Perspective Martha Clark Goss 
American Water Works 
Hold the Onions, Please! The Short History of Onion Futures Cory Gunderson 
. : Protiviti 
> By Brian Grinder and Dan Cooper sree rela 
Citi 
Carol Kaimowitz 
Retired Insurance Executive 
© Book Review Myron Fenda 
Lady Charlotte Guest: The Exceptional Life of a Female Industrialist, Glenn Kaufman 
by Vi iaO Kaufman Family LLC 
: Ictorla Owens Ranch Kimball 
> Reviewed by Gregory DL Morris Glorious Cahoots Capital Partners 


Mitti Liebersohn 
Avison Young 
Consuelo Mack 
WealthTrack 
Joseph Mecane 
Citadel Securities 
Elizabeth O’Melia 
S&P Global Ratings 
Chris Perry 
Broadridge 
Brad Peterson 
Nasdaq 
Verne O. Sedlacek 
Financial Services Executive 


Mark Shenkman 
Shenkman Capital Management, Inc. 


David L. Shuler 





Top: Thomas Lawson talks on the 
phone in his office, 1904; Bottom: 
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THE TICKER’ MUSEUM NEWS 


MoAF Partners with NYPL to Launch 
Financial Education Series for Adults 


THIS SUMMER has brought some exciting 
opportunities to the Museum. I am proud 
to announce that on July 28, we launched 
a nine-part financial education series for 
adults of all ages, in partnership with the 
New York Public Library’s Thomas Yosel- 
off Business Center. This free series, titled 
“Investing A to Z,” aims to improve the 


Message to Members 





financial literacy of adults with little to no 
prior knowledge of investing and provide 
them with the tools to start saving and 
investing for long-terms goals, such as 
retirement or their children’s education. 

This series represents an enhancement 
to our typical public programming, which 
in the past has focused primarily on high 
school and college students, and on an 
audience of more sophisticated adult inves- 
tors. Programs for those groups will resume 
in the fall, with the Museum Finance Acad- 
emy (MFA) for high school juniors and 
seniors beginning in November and our 
fall event series launching on September 16 
with a program featuring Thomas Peterfty, 
chairman and founder of Interactive Bro- 
kers Group, in conversation with CNBC 
Senior Markets Correspondent Bob Pisani. 

For those who may have missed pro- 
grams this spring or summer, most events 
can now be viewed on our website at 
www.moaf.org/videos. This includes Bob 
Pisani’s interview with Wall Street legend 
and MoAF Chair Peter Cohen, as well as 
the “Lower Forever or Set for a Regime 
Break?” panel discussion on_ historical 
interest rates featuring Paul Schmelzing, 
Jim Grant and Dick Sylla. The July 14 event 
with renowned author Zachary Karabell 
on Inside Money: Brown Brothers Harri- 
man and the American Way of Power (see 
article, page 14) will air on C-SPAN Book 
TV beginning in August. 
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One of the highlights of our fall sea- 
son will be our September 30 evening 
panel discussion on “The Cryptocurren- 
cies Market: Where Is It Heading?” This 
program, sponsored by Protiviti with 
VanEck, will feature leaders in the cryp- 
tocurrencies market, as they discuss the 
current state and future of cryptocur- 
rencies as a major factor in 
financial markets. 

With — cryptocurrency 
on the forefront of finan- 
cial news these days, we are 
also exploring an exhibition 
on this topic. Given many 
uncertainties, the exhibition may initially 
be presented in a virtual format, with 
opportunities to include physical compo- 
nents at a later date. I hope to be able to 


share more information about this excit- 
ing project soon. 

In the meantime, I invite you to explore 
our temporary exhibit, “Ebb & Flow: Tap- 
ping into the History of New York City 
Water,” which recently reopened at the 
NYC Municipal Archives (31 Chambers 
Street) after being closed for more than 
a year due to the pandemic. This exhibit 
examines over 200 years of the city’s 
efforts to deliver clean water to residents 
and how the city built such an impressive 
water system. The story of Aaron Burr's 
Manhattan Company—predecessor of 
the nation’s largest bank—is highlighted, 
shedding light on a most tumultuous time 
in the city’s water history. 

Enjoy the rest of the summer, and we 
hope to see you at our programs this fall! $ 


Tne Cryptocurrencies Market: 
\VWileren kp les m lezlelcets 


A Virtual Panel Discussion 


September 30, 2021 | 5:00 — 6:30 PM 


www.moaf.org/events/crypto-market 
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CONNECTING TO COLLECTIONS |THE TICKER’ 


Museum Acquires FDR Letter 


By Sarah Poole, Collections Manager 


THIS SUMMER, the Museum acquired for 
its permanent collection a framed, signed 
letter, dated July 6, 1935, from President 
Franklin D. Roosevelt to American poli- 
tician and millionaire, Herbert C. Pell. 
Affixed to the back of the frame is the 
July 1, 1935 letter from Pell to Roosevelt to 
which the President was responding. The 
exchange regards FDR’s efforts to enact 
legislation reforming the utilities industry 
to fulfill his 1932 campaign promises. 

At the time, 10 large, private holding 
companies controlled 75% of the nation’s 
electricity. An investigation by the Federal 
Trade Commission (FTC) from 1928-35 
concluded that the holding companies 
were overcharging consumers, paying little 
in taxes and manipulating their securities 
prices. Public regulation of the electrical 
supply was an integral part of Roosevelt's 
New Deal and one of his administration’s 
biggest political battles. 

Pell’s letter came while Congress was 
still debating the Public Utility Hold- 
ing Company Act of 1935, which would 
ultimately pass into law in August 1935. 
The legislation gave the Securities and 
Exchange Commission (SEC) the author- 
ity to regulate, license and dismantle the 
private electric utility holding compa- 
nies. Pell writes in support of Roosevelt’s 
efforts despite his own personal financial 
interests: 


I have over a quarter of a million 
invested in power securities... But I 
thoroughly believe that your principle 
is right and that the reckless exploita- 
tion of the public—the consumer, the 
laborer and the investor, by the power 
interests has done more to lessen the 
integrity and to weaken the solidity 
of property than has any other single 
cause in this country. 


Pell laments that there is a lack of 
honor and responsibility in the business 
of utilities and gloomily predicts that “the 
business answer to regulation will be in 
the future what it always has been in the 


past—the systematic corruption of the 
regulating body.” He pushes beyond Roo- 
sevelt’s stance to state, “In this matter I go 
further than you, I believe that govern- 
ment ownership of Public Utilities is the 
only alternative to Utility ownership of 
government.” 

This statement was indeed the fear of the 
holding companies, who heavily lobbied 
against complete government takeover of 
the electrical utilities and attempted to 
brand Roosevelt’s efforts as “socialistic.” 
They ultimately failed to sway public opin- 
ion in their favor, but FDR did pursue 
regulation over complete federal control. 

Roosevelt responds in stride, praising 
“Bertie” for considering the public good 
over his own interests and exclaiming, 


Herbert Pell’s July 1, 1935 letter to President 
Franklin D. Roosevelt (right) and President 
Roosevelt's July 6 response (left). 






“that is a ‘he man’ by gosh!” He briefly 
acknowledges Pell’s concerns about the 
shortcomings of a regulatory approach by 
stating, “To be sure, we shall not arrive at 
Utopia tomorrow, but we are headed that 
way. ‘The President agrees to meet Pell 
socially in September and then closes with 
the signature, “FDR.” 

Prior to this acquisition, the Museum 
only had one letter signed by FDR in its 
collection. That letter, dated October 23, 
1929, was written by Roosevelt during his 
service as governor of New York to his 
personal broker regarding four shares of 
American Cyanamid Company. That let- 
ter was on display in the Financial Mar- 
kets exhibition at 48 Wall Street and in the 
traveling exhibit, “Out of the Vault.” $ 
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2021 SUPPORT FROM THE FOLLOWING 


GENEROUS DONORS IS DEEPLY APPRECIATED* 





PLATINUM - Mark Shenkman 

- Bank of America - Starr Foundation/Starr Companies 
- Kenneth C. Griffin Charitable Fund - Richard Sylla 

- TIAA « VanEck 


¢ William Penn Foundation 


- Carol Loomis 

¢ Sankar Krishnan 

- Ninety-One 

- Brad Peterson 

- Anthony Scaramucci 


GOLD - Muriel Siebert Foundation 
- BlackRock BRONZE 
- Charles R. Schwab - The Adirondack Trust Company FRIENDS 
- Davis Polk - Avison Young - Anonymous 
- JPMorgan Chase & Co. - Bloomberg Philanthropies - Joseph Cohen 
- S&P Global - Broadridge Financial Solutions - Leon Cooperman 
- Con Ed - Peter Davis 
SILVER 


- Crystal Financial Institutions, 


- Anonymous a division of Alliant 


¢ Charlie Dreifus 
- Steve Friedman 


> Citi - Martha Clark Goss - Cory Gunderson 

: Peter A. Cohen - ING - Healey Family Foundation 
- William H. Donaldson - Moody's - Michael Henriques 

- EY - Karen Seitz 


- Fitch Group - Smith Affiliated Capital 


- Myron Kandel 
- Timothy L. Kubarych 


° “com Goldstein - Wells Fargo - Verne Sedlacek 

- Jonn Herzog : 

- InvestCloud Financial Supermarket DONORS ; Suan eaune sion 
- Carol Kaimowitz * Mark Casady - Anthony Stich 

- Glenn Kaufman * Cowen Inc. - Anthony Yoseloff 

- Morgan Stanley - Andrea de Cholnoky 

Protivi - William B. Harrison * As of April 2021 


TIAA 


BANK OF AMERICA 


Davis Polk 


JPMORGAN CHASE & CoO. 


EY FitchGroup 


protiviti: THE Rasa 


Face the Future with Confidence 
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investcloud 


FOUNDATION 


BlackRock. 





S&P Global 


Morgan Stanley 


Varitek 
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Hold the Onions, Please! The Short History 


of Onion Futures 


By Brian Grinder and Dan Cooper 


ONIONS CAN BE SLICED, diced, fried, 
sautéed, boiled, baked, grilled, roasted 
or pickled, but they can’t be traded on 
futures markets. The Onion Futures Act of 
1958 permanently banned this malodorous 
futures contract from trading on orga- 
nized exchanges in the United States. The 
ban dealt a near fatal blow to the Chicago 
Mercantile Exchange (the Merc), which, 
at the time, relied on futures contracts for 
eggs and onions as its primary means of 
survival. 

To make matters worse, the traditional 
seasonal cycle of egg production began 
to change during the 1950s when new 
production methods and _transporta- 
tion innovations led to a more consis- 
tent production of eggs throughout the 
year. The steadier annual supply stabilized 
ege prices and reduced the need for egg 
futures. Thus, the ban on onions left the 
Merc at the mercy of a single eggshell- 
fragile commodity.’ 

The Merc was formed in 1919 as a 
replacement for the Chicago Butter and 
Egg Board. Despite the name change, but- 
ter and egg futures continued to be the 
Merc’s mainstay. There were attempts to 
expand into other commodities—such as 
turkeys, potatoes and apples—but nothing 
was as successful as eggs and butter. Price 
controls during World War II sounded 
the death knell for butter futures, espe- 
cially when the Dairy Products Marketing 
Association continued to support price 
controls for butter after the war ended. 

Onion futures began trading on the 
Merc in September 1942. The United 
States entered World War II in late 1941 
and was soon engaged in the Pacific and 
European theaters. As in World War I, the 
federal government enacted price controls 
on various food items creating havoc in 
the futures markets, whose very reason for 
existing was to help hedgers reduce price 
uncertainty. Onions, by and large, escaped 
federal oversight providing the Merc with 





Commodity: (1) A commodity, as defined in the Commodity 
Exchange Act, includes the agricultural commodities enumerated 
in Section 1a(4) of the Commodity Exchange Act, 7 USC 1a(4), and 
all other goods and articles, except onions as provided in Public 
Law 85-839 (7 USC 13-1), a 1958 law that banned futures trading in 
onions, and all services, rights and interests in which contracts for 
future delivery are presently or in the future dealt in; (2) A physical 
commodity such as an agricultural product or a natural resource as 
opposed to a financial instrument such as a currency or interest rate. 


a storable* commodity whose price fluctu- 
ated with the supply of onions. Seasonal 
production differences between eggs and 
onions also helped stabilize trading activ- 
ity throughout the year. 

“Onions,” writes futures historian Emily 
Lambert, “were fated to trade in Chicago. 
The name of the city was derived from 
shikaakwa, the Native American word for 
a stinky, wild leek plant that grew around 
the river, although the Merc’s members 
preferred to trade the hard and pungent 
variety that farmers grew on small plots 
from Minnesota to New York.” 

It was relatively easy to corner markets 
on the Merc given the small quantities 
of the commodities traded there, and it 
happened with regularity. Future Merc 


—CFTC definition of a commodity’ 


chairmen Leo Melamed quipped, “...on 
any given weekend a couple of house- 
wives could get together and corner the 
[egg] market.” Merc traders took these 
frequent attempts at market manipulation 
in stride, but commodities producers were 
not amused. 

An especially egregious attempt to cor- 
ner the onion market happened in the 
fall of 1955, when Sam Seigel and Vince 
Kosuga began buying onions and Novem- 
ber onion futures.* Seigel owned a pro- 
duce company in Chicago and actively 
traded onion futures on the Merc. Kosuga 
was an onion farmer from the Catskills 
region of New York whose earlier unsuc- 
cessful foray into wheat futures led to 
financial difficulties and a promise to his 
wife, Polly, never to trade futures again. 
But the trading bug had bitten hard, and 
he was soon trading onion futures. 

Kosuga began his onion empire with 
12.5 acres of “muck,” which he purchased 
in 1937 for $100 down. By 1964, he was 
grossing $5 million a year and was one 
of the largest individual onion producers 
in the United States. His intimate knowl- 
edge of onions, along with his audacity, 
gave him a huge advantage trading onion 
futures. Lambert describes Kosuga as “one 
of the liveliest characters the Merc had 
ever seen.” This gun toting, plane crash- 
ing purveyor of onions once bribed a 
local weather bureau to issue a false frost 
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warning that pushed the price of onions 
up and allowed him to profit from onion 
futures he had purchased. 

The unimpressive 1955 onion crop gave 
Kosuga and Seigel a perfect opportunity 
to corner the market. Kosuga’s large onion 
storage facility on his New York farm began 
to fill with onions while Seigel bought and 
stored onions in Chicago. They succeeded 
in controlling 98% of the onion market. 

In late November and early December, 
the two schemers met with a small group 
of onion growers in Chicago. They insisted 
that the growers buy a significant portion 
of their onion hoard and threatened to 
dump all of their onions on the market 
if the growers refused to cooperate. The 
group ultimately agreed to purchase 265 
carloads for around $168,000, far less than 
the $500,000 worth of onions Kosuga and 
Seigel had hoped to unload on the hap- 
less onion farmers. The growers thought 
their onion purchase came with an agree- 
ment from Kosuga and Seigel to continue 
buying onions in support of the current 
futures price, but the devious duo double- 
crossed them and began selling onions 
and March onion futures soon after the 
bargain was made. 

Selling or shorting onion futures con- 
tracts obligated Kosuga and Seigel to 
sell thousands of pounds of onions at 
an agreed upon price in March of 1956. 
According to the Commodity Exchange 
Authority, by February 6, 1956, Kosuga 
and Seigel had contracted to sell 1,148 
carloads of onions in March at a price of 
$1.02 per bag. This translated to immense 
profits as onion futures prices plummeted. 

On Thursday, March 15, 1956, the March 
onion futures contract expired at a closing 
price of 15 cents with a low for the day of a 
mere 10 cents per 50-pound bag. Although 
Kosuga and Seigel made huge profits on 
the double-cross, the onion growers were 
now faced with ridiculously low prices 
for their new onion crop. Many angrily 
plowed onions back into the soil rather 
than harvest them. At 10 or 15 cents a bag, 
onions in a 50-pound bag were worth less 
than the bag itself, which cost 20 cents. 

Some enterprising souls profited by 
buying bags of onions, discarding the 
onions and selling the bags. One Illinois 


March 1956 Onion Futures Closing Prices Per 50 Pound Bag 


$3.00 
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farmer bought bags of onions, used the 
onions for fertilizer and then sold the 
bags. Financial journalist Bob Tamarkin 
tells the story of Chicago dentist Ralph 
Hershman, who, on the advice of his bro- 
ker, took delivery of 30 carloads of yellow 
globe onions. Hershman thought a carload 
of onions would fill the trunk of an auto- 
mobile. According to Tamarkin, “His face 
turned white, his mouth dropped open 
when he realized a carload meant boxcar.” 
The good dentist reportedly cried for 15 
minutes. “It may have been the first time 
in history,” observed Tamarkin, “someone 
cried just from looking at onions.” 

Michigan onion farmer Veril Baldwin 
was in a good position to do something 
about the onion shenanigans. Baldwin 
was not only one of the irate growers 
who purchased onions under duress from 
Kosuga and Seigel in late 1955, he was also 
president of the National Onion Asso- 
ciation. At the association’s convention 
on December 3, 1955, members endorsed 
the idea of legislation that would ban all 
futures trading in onions. 

Baldwin also had the ear of Michigan 
Representative Gerald R. Ford, who spon- 
sored a bill to eliminate onion futures. 
The National Onion Association kicked 
into high gear, lobbying Congress to pass 
Ford’s bill, and firing up its members. In 
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its February 12, 1957 newsletter, the asso- 
ciation declared: “Ihe only remedy for 
the evils in onion futures trading is the 
elimination of onions from the futures 
boards. You, your neighbors, everyone in 
the onion industry must work—now.” 

The bill gained support in the House 
and the Senate, and both eventually passed 
it. President Eisenhower signed it into 
law on August 28, 1958. At first, the Merc 
vowed to fight the Act in court, but they 
decided not to contest it based on advice 
from legal scholar Archibald Cox.° 

The Merc limped along for several years 
hoping to find a way out of the doldrums 
imposed upon it by the ban on onion 
futures. In the 1960s, it would find the 
answer in the most unlikely of places 
when bacon saved the Merc. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 
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What is a Futures Contract? 


The CME Group defines a futures contract as: 
"A standardized contract for the purchase and 
sale of financial instruments or physical com- 
modities on a futures exchange for future 
delivery.” These contracts are used to hedge 
against price risk and to speculate. 

Hedgers usually own the asset in ques- 
tion or need to own it. For instance, suppose 
a flour mill knows it will need to purchase 
wheat four months from now. The mill knows 
the amount of wheat it will need and when 
it will need it, but the price of wheat in four 
months is not known with certainty. Buying 
futures contracts for wheat can substantially 
reduce this price uncertainty and give the mill 
a better idea of what its production costs will 
be in four months. 

Suppose the mill purchases a Chicago 
SRW Wheat futures contract, which obligates 
it to buy 5,000 bushels of wheat at $6.80 per 
bushel four months from now. If the price of 
wheat in four months is $7.30 per bushel, the 
mill saves 50 cents per bushel. However, if the 
price of wheat four months from now is $6.65 
per bushel, the mill loses 15 cents per bushel 
because it is contractually obligated to buy 
wheat at $6.80 per bushel. 

The other side of the trade may be taken 
by a wheat farmer who wants to sell wheat in 
four months and wishes to lock in a price. It 
may also be taken by a speculator who does 
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not own the underlying asset (wheat in this 
case) or use it as a product input but is willing 
to bet on the direction of wheat prices in four 
months. Our flour mill operator is most likely 
concerned about rising wheat prices, but the 
speculator may have reason to believe that 
wheat prices will fall in four months. 

The flour mill is hedging or reducing the 
price risk it bears by buying a futures contract. 
The speculator, on the other hand, is willing 
to bear that risk by selling a futures contract 
at a delivery price of $6.80 in four months. 
This obligates the speculator to sell wheat 
in four months at $6.80, regardless of the 
actual price of wheat four 
months hence. If the price 
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gains on one side of the contract are offset by 
losses on the other side of the contract. 

The futures exchange clearinghouse 
stands between the buyer and the seller of 
a futures contract. Its primary purpose is to 
ensure that neither side defaults on the con- 
tract. This is accomplished through a variety 
of safeguards, including the clearinghouse 
making one side of the contract whole if the 
other side defaults. 

For more information, see the CME 
Group publication, A Trader's Guide to Futures 
(https://www.cmegroup.com/education/ 
files/a-traders-guide-to-futures.pdf). 


Payoff Diagram for a Wheat Futures Contract 
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no wealth creation with a 
futures contract since the 


Past, Present, and Futures: Chicago Mercantile 
Exchange. Write Stuff Enterprises: Fort Lau- 
derdale, Florida. 2008. 


Tamarkin, Bob. The Merc: The Emergence of a 
Global Financial Powerhouse. HarperBusi- 
ness: New York. 1993. 


Tamarkin, Bob. The New Gatsbys: Fortunes and 
Misfortunes of Commodity Traders. Mor- 
row: New York. 1985. 


Warden, Philip. “Chicago Onion Dealer Named 
for Price Fix: Federal Complaint Accuses 
Two.” Chicago Daily Tribune, 7. 1956. 


Notes 


1. This definition can be found at https://www 
.cftc.gov/LearnAndProtect/Education 
Center/CFTCGlossary/glossary_co.html 


2. Egg futures continued to trade until Sep- 
tember 1982. Lambert writes, “Ihe egg 
business had changed. Small farms had 
been swallowed by big ones. Growers 


from speculator 
selling a wheat 
futures contract 


built confined operations with chicken 
buildings the size of football fields to 
supply the supermarket chains that had 
replaced corner grocers. The price of eggs 
was stable and predictable, and the space 
on the trading floor could be put to bet- 
ter use. So one day the egg futures trade 
disappeared. The era of the egg men was 
officially over.” 


3. Storability is crucial for agricultural com- 
modities futures. Perishable produce, 
such as lettuce or snow peas, which must 
be consumed soon after they are har- 
vested, are only sold on the spot market. 


4. ‘These were futures contracts which obli- 
gated Kosuga and Seigel to buy onions at 
specified prices in November when the 
contracts expired. 


5.  Cox’s work as special prosecutor during 
the Watergate scandal in the early 1970s 
helped propel Ford into the presidency 
after Nixon was forced to resign. 
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ORIGINS OF THE BOARD DIVERSITY DEBATE 


By Sarah C. Haan 


In 1951, AT&T became the first corpora- 
tion in America with a million sharehold- 
ers. The company celebrated the milestone 
with a publicity campaign, flying the one- 
millionth shareholder—a Michigan couple 
who bought the stock jointly—to New 
York for a publicity tour. Photos showed 
the company’s president, Leroy Wilson, 
presenting a stock certificate to a young 
automobile salesman, Brady Denton, as the 
couple’s school-age sons looked on. Behind 
them all, partly obscured by Wilson’s arm 


The 1956 movie, The Solid Gold Cadillac, 
fictionalized the rise of women stockholders in 
the 1950s. Its main character, played by Judy 
Holliday, may have been loosely based on Wilma 
Soss, the founder of the Federation of Women 
Stockholders in American Business, Inc. In this 
image from the film, the mailcart is filled with 
proxies belonging to women shareholders. 


as it reached past her, stood Dorothy Den- 
ton, Brady's co-owner and wife, gazing 
into the camera lens with a thin smile. 
The image celebrated a young couple's 
entrance into the shareholder class, but it 
also arguably depicted Dorothy as margin- 
alized from the transaction. Newspapers 
around the country printed the photograph 
with captions proclaiming the “democra- 
tization” of AT&T's shareholder class: It 
had become “a cross section of America, 
including farmers, businessmen, clerks, 
mechanics, clergymen, merchants, teach- 
ers, housewives, doctors, lawyers, Civil 
Service workers, people who have retired, 
widows, home-town folks and neighbors.” 

But the staged photo, the list of share- 
holder occupations that emphasized “farm- 
ers’ and “businessmen,” even AT&T's 
choice of a married couple as its millionth 
shareholder, was misleading. In 1951, most 
of AT&T's stockholders were individual 
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women (though the majority were mar- 
ried). At a time before institutional inves- 
tors dominated the market—96% of 
AT&T's shareholders were individuals— 
women outnumbered male shareholders 
at the company by almost two to one. As 
recently as 1948, AT&T had disclosed that 
43% of its stock was owned by women, 
considerably more than the 26% owned 
by men; an additional 12% was held by 
husband-wife joint accounts, and the bal- 
ance by trustees, brokers and institutions. 
The New York Times described AT&T's 
1951 shareholder’s meeting as “Ladies 
Day.” During the meeting, Wilma Soss, 
a well-known shareholder activist and 
the founder of the Federation of Women 
Stockholders in American Business, Inc., 
gave a short speech. She pointed out that 
women comprised not only the majority 
of AT&T’s stockholders, but also more 
than 60% of its nearly 650,000 employees, 
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many of whom were telephone operators. 
Soss argued that women deserved repre- 
sentation on AT&T's board of directors, 
and that the company would benefit from 
it. She nominated to the board a Nevada 
businesswoman who owned half as much 
AT&T stock as all 17 of AT&T’s directors 
combined. Soss’s nomination was a protest 
gesture. There was no way for a floor nom- 
ination to succeed, because there weren't 
enough shares represented at the meeting 
to win a vote. 

When Soss was done speaking in favor 
of her nominee, a second woman, Cathrine 
Curtis, who headed a different organiza- 
tion, Women’s Investors of America, rose. 
She nominated a second woman candidate 
to the board. Like Soss, Curtis understood 
that her candidate stood no chance of 
election. Ballots were circulated while the 
company’s president moved on to other 
subjects, and then the defeat of the women 
candidates—and the successful election of 
17 men—was confirmed. Among them was 
John W. Davis, the prominent Wall Street 
lawyer who had once opposed women’s 
suffrage in political elections. 

But the meeting wasn't over. Presi- 
dent Wilson invited another investor, a 
retired Brooklyn schoolteacher named 
Ella Aronstam, to present a proposal she 
had submitted for her fellow shareholders’ 
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consideration. Taking advantage of the 
Shareholder Proposal Rule, enacted by 
the Securities and Exchange Commission 
(SEC) only nine years earlier, Aronstam 
had submitted a proposal for inclusion 
in the company’s proxy materials, which 
AT&T sent to its million shareholders in 
advance of the meeting. The company had 
included Aronstam’s proposal alongside an 
instruction that shareholders should vote 
against her. 

Aronstam’s proposal asked the company 
to expand the board in order to add a 
woman. “I don’t expect the resolution to 
pass,” she told a reporter before the meet- 
ing, “but we will put up a good fight.” When 
the votes were tallied, more than a million 
shares of AT&T stock were voted in favor of 
Aronstam’s proposal to add a woman to the 
board, just over 5% of all the shares voted. 
Management had voted all of the proxies it 
had collected against the proposal. 

AT&T’s vibrant 1951 annual meet- 
ing—thrumming with the active par- 
ticipation of women shareholders, who 
gave speeches, proposed resolutions and 
demanded board representation—was, in 
many ways, typical for its time, though it 
defies our present-day understanding of 
corporate history. 

After World War II, a campaign to 
put women on boards of directors gained 
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Certificate for five share of 
AT&T capital stock. In 1951, 
the company became the 
first in America to reach a 
million shareholders, most 
of whom were individual 
women. 
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traction at a number of big companies. 
The campaign emphasized data showing 
that women had become a significant pro- 
portion of public company shareholders 
in the United States and were a majority 
at some big, blue-chip firms like AT&T. 
(In fact, women had been a majority of 
AT&T's shareholders since at least 1910, 
and shareholders had first demanded a 
woman on AT&T's board, noting wom- 
en’s growing role, in 1933.) Data on the 
sex of shareholders came from the compa- 
nies themselves, many of which published 
breakdowns of their shareholders by sex 
in their annual reports. As the percentage 
of women shareholders surged, activists 
used the data to rally women shareholders 
to collective action. 

Shortly after AT&T’s annual meet- 
ing, the Washington Post acknowledged 
the trend and declared that women were 
“likely to crash board rooms faster than 
those who guard them may expect.” But 
it was the advocates of board diversity 
who would be surprised. Change was not, 
in fact, on the horizon. And after its 1951 
annual meeting, AT&T stopped publish- 
ing data that revealed the proportion of its 
shareholders who were women, perhaps 
in an effort to deprive board diversity 
activists of information that could be used 
to catalyze change. 
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Press coverage resulting from AT&1's 


1951 publicity campaign announcing the 
corporation’s one-millionth shareholder— 


a Michigan couple who bought the stock 
jointly. Clockwise from top left: Battle Creek 
Enquirer (Ml), Ithaca Journal (NY) and the 


New York Daily News. 


Soss was a pioneer of the “economic 
suffrage” movement for women and led 
the campaign to put women on boards. 
Her strategy was to emphasize women’s 
shareholding power: “It’s a shameful fact 
that women own companies but can’t get 
top jobs in them,” Soss told the press. As 
part of the campaign, women board candi- 
dates were nominated from the floor of the 
annual meetings of companies like Radio 
Corporation of America, General Motors 
and US Steel. At the 1953 annual meeting of 
Standard Oil (New Jersey), an exasperated 
shareholder pointed out there were “109,000 
women shareholders and 90,000 men” at 
the company. “It looks ridiculous that there 
isn't at least one woman with sense enough 
to be on the board.” Yet Standard Oil’s 
board refused to nominate a woman can- 
didate. Women’s demands for a seat at the 
management table met stubborn resistance. 

A recurring theme was that women 
might add value to a corporate board only 
when the company produced products 
and services used by women. “[Qlualified 
women” could make “valuable contribu- 
tions to corporate earnings” on the boards 
of companies, “like the foodstuff and textile 
companies, which make products which 
are sold largely to women,” one newspaper 
argued in 1931. When calls for a woman 
director came up at Standard Oil (New 
Jersey)’s 1951 annual meeting, a shareholder 
spoke up to oppose the idea and noted that, 
“the National Dairy has put a woman on 
the board. I think, since it is a national milk 
business, it is splendid to put a woman on 
the board. I don’t think the petroleum busi- 
ness has any use for women directors.” 

Three years later, a shareholder of US 
Steel opposed the nomination of a woman 
to the board, asserting that “[u]ntil US Steel 
has a nylon-making subsidiary, steel work- 
ing is no job for the petticoats.” Yet by 1956, 
women owned more shares of US Steel’s 
common stock than men did, a fact dis- 
closed by the company in its annual report. 

Among the earliest women to sit on the 
board of a major company was Marjorie 
Post Davis, who gained a directorship 
at General Foods in 1936 when she was 
the company’s largest shareholder. Sid- 
ney J. Weinberg, the chairman of Gold- 
man Sachs, sat on General Foods’s board 
alongside Davis and wrote in the pages of 
the Harvard Business Review that he saw 
“no reason” why women should not be 
elected to corporate boards, “especially 
now when some companies have more 


women than men as stockholders.” 

Two big public companies, Western 
Union and Radio Corporation of Amer- 
ica (RCA), each added a woman to their 
boards in the early 1950s. At Western 
Union, women had made up about half 
of shareholders since the turn of the 20th 
century. The company was experiencing 
serious investor dissatisfaction by the end 
of the 1940s and probably added a woman 
to quell calls for even bigger reforms. West- 
ern Union added Madeleine Edison Sloane, 
the daughter of Thomas A. Edison, to its 
board in 1950, shortly after a young new 
president, Walter P. Marshall, took the 
helm. That same year, after being targeted 
for activism by women investors demand- 
ing a woman on the board, RCA added 
Mildred McAfee Horton, the former presi- 
dent of Wellesley College, to the board of 
its subsidiary, the National Broadcasting 
Company (NBC). After Horton’s tenure 
was judged a success, RCA added Horton 
to its own board in October 1951. 

Thus, by 1951, three major companies 
had women on their boards of directors: 
one as a result of the woman’s shareholding 
power (General Foods), one at a company 
with a significant number of women share- 
holders and shareholder dissatisfaction 
(Western Union) and one at a company 
that had apparently acted to preempt an 
activism campaign by women shareholders 
(RCA). In all of these examples, arguably 
it was women’s shareholding power—and 
not their polite requests for inclusion—that 
produced gains for women. 

In the 1950s, two other major American 
companies ended up with women direc- 
tors as a result of proxy fights. In both 
cases—the New York Central Railroad 
proxy fight of 1954 and the Montgomery 
Ward proxy fight of 1955—an insurgent 
trying to gain control of the company put 
a woman on his board slate to attract votes 
from the companys numerous women 
shareholders. At New York Central the 
insurgent won, and Lila Bell Acheson 
Wallace became the first woman direc- 
tor of that company. At Montgomery 
Ward, the incumbent president kept con- 
trol through a last-minute deal with the 
Teamsters union, which pledged to vote 
its shares for management. Nonetheless, 
the insurgent group won three seats on 
the nine-person board, including a seat 
for Bernice Fitz-Gibbon, an advertising 
executive. However, Fitz-Gibbon served 
only a single year. 


The story of how a small number of 
women gained board seats at some of the 
nation’s most important public companies 
in the early 1950s reveals the interplay of 
gender and corporate power at the mid- 
point of the 20th century—and informs 
our understanding of the board diversity 
debate today. So, too, does the history of 
women’s rise to a majority of sharehold- 
ers, which was confirmed by the New 
York Stock Exchange in a series of share- 
holder censuses in 1956 and later. 

Today, we are still puzzling over the 
small number of women directors. After 
a decade of significant gains, women still 
held just 26.5% of board seats at Fortune 
500 companies in 2020. Experts have pro- 
posed a range of explanations, but have 
rarely plumbed history for clues about 
women’s long exclusion from corporate 
leadership. The fact that women were once 
a majority of American shareholders, and 
that the rise of women’s shareholding coin- 
cided with a major, post-war campaign for 
board diversity, has been long forgotten. 

History shows that women aren't new to 
participating in the governance of public 
companies—and that women’s demands 
to join corporate boards didn’t start in 
the 21st century, or even in the 1970s. The 
movement to put women on corporate 
boards is more than 70 years old. Why 
didn’t the post-war push for women on 
boards produce better results? Corporate 
governance wasn't gender neutral. Even 
when women were the dominant demo- 
graphic among shareholders, social forces 
and sex discrimination allowed all-male 
boards to reject repeated demands that 
they nominate women for board seats. 
Corporate governance law insulated all- 
male boards from accountability, while 
also hampering women’s efforts to act col- 
lectively. This history points us at persis- 
tent problems with the gendered nature of 
corporate power and reveals that we still 
have important, even surprising, lessons 
to learn from our own history. $ 


Sarah C. Haan is a corporate law profes- 
sor at Washington and Lee University 
School of Law. She is a graduate of 
Columbia Law School and a former Wall 
Street lawyer for Davis Polk & Wardwell. 
She tweets at @shaan_haan. This article 
is based on “Corporate Governance and 
the Feminization of Capital,” by Sarah 
C. Haan, which will appear in 74 Stan. L. 
Rev. (forthcoming 2022). 
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By Zachary Karabell 


IN THE COLD DARK of a premarket Decem- 
ber morning in 1930, four clerks emerged 
from the service entrance of the office build- 
ing at 39 Broadway, each with a cart loaded 
with documents. They hauled those carts for 
only a few blocks, to the newly refurbished 
and expanded offices at 59 Wall Street, the 
marbled site of one of the most storied 
firms on Wall Street, Brown Brothers. The 
carts contained stock and bond certificates 
that the Harriman family, whose fortune 
had been born in the railroad boom, had 
accumulated from Europe and the United 
States, tens of millions of dollars of notes 
that were themselves precious assets. The 
street was barely stirring, but each trip of 
several hundred yards was escorted by a 
security guard, armed and alert. 

The day before, a small innocuous 
headline had explained why those clerks 
were transferring millions of dollars 
from one office to another: big banking 
houses decide on merger. Though merit- 
ing a front-page mention in The New York 
Times, the announcement was dwarfed by 
the two major stories of that day in 1930: 
the collapse of the mammoth Bank of 
United States and the demand by Presi- 
dent Herbert Hoover that Congress pass 
an emergency employment bill to stem 
the bleeding in the US labor market. In the 
weeks and months ahead, stories of col- 
lapse and chaos would proliferate, but the 
new banking house survived and thrived. 
That was surprising, though it shouldn't 
have been. Brown Brothers had always 
survived, through crisis after crisis, as it 
still does today. 

What we now call the Great Depression 
was in full force on December 12, 1930, 
the day of the announcement. More than 
1,200 banks had already closed their doors, 
their deposits lost forever as vaults were 
drained by panicked customers who had 
watched the stock market collapse at the 
end of 1929 and who had then seen a brief 
false dawn followed by much worse. No 


The four sons of Alexander Brown, who founded 
the firm with their father in Baltimore. 


federal deposit insurance covered those 
losses, and no safety net existed to cushion 
the fall. The panic infected every segment 
of society, from farming to banking, from 
manufacturing to retail, and then spread 
throughout the world. 

Yet no outward sign of distress would 
have been noticed one fall day in 1930 
when a group of nattily dressed young 
men chartered a railcar on the New Haven 
line to take them from Grand Central 
Station to their college reunion at Yale. 
They were a self-confident lot, in their 
mid-30s, ambitious, all of them born to 
wealth, none of them having known a day 
of want. Among them was a tall and lanky 
man named Prescott Bush. He had mar- 
ried well, wedding the daughter of George 
Herbert Walker of St. Louis, who had 
started his own investment firm before 
becoming president of W.A. Harriman 
& Co., founded by Averell Harriman, 
the debonair yet tight-lipped eldest son 
of the pugnacious railroad baron E.H. 
Harriman. Prescott had gone from sell- 
ing rubber flooring to working as a vice 
president at Harriman with his college 
friend Roland “Bunny” Harriman, Aver- 
ell’s younger and more easygoing brother. 

Roland wasn’t on the train that day, 
but Ellery James and Knight Woolley 
were. Ellery was a partner at Brown Broth- 
ers, and Knight, who was rarely with- 
out a bespoke double-breasted suit, was 
managing partner of another one of the 
Harriman firms. These young men were 
entwined by professional and personal 
bonds, each having been sworn into Yale’s 
exclusive Skull and Bones society before 
enlisting in the military for America’s 
brief and bloody participation in World 
War I. Their tight circle included not only 
the Harriman brothers but also the wiry, 
intense Robert A. Lovett, whose father, 
Robert S. Lovett, had served as the elder 
Harriman’s general counsel. 

But while they had reveled in the pros- 
perity of the 1920s, they were not immune 
to the storms outside in 1930. As they 
headed to their reunion, cosseted in their 
private car, playing poker for stakes well 
in excess of the average weekly wage for 
millions of Americans, they knew that all 
was not well in the world. Both Harriman 
and Brown Brothers were teetering under 
the weight of credit they had extended 


to businesses that could no longer repay. 
Given the deep personal connections 
between the partners of the firms, it must 
have seemed organic when the idea of 
a merger was broached over poker and 
scotch. Other firms weren't merging; they 
were collapsing, and both Harriman and 
Brown Brothers needed to shore up their 
business and preserve their capital. 

Brown Brothers had more than a cen- 
tury on Harriman’s firm. It was a titan of 
Wall Street, but in reputation and stand- 
ing rather than size. It was not particu- 
larly large in assets, but its influence and 
reach were as extensive as the flashier 
J.P. Morgan & Co. or the much larger 
Chase National Bank, which was infused 
with Rockefeller money. Because Brown 
Brothers was a partnership without one 
figurehead, it attracted neither notoriety 
nor much public attention, and it did 
not have the benefit of one man’s fortune 
ever at the ready. The partners of Brown 
Brothers shunned the public spotlight and 
cultivated a sterling reputation within the 
close-knit world of finance and banking. 
To become a partner, each man had to be 
invited and then was required to contrib- 
ute his share to the firm’s working capi- 
tal. Like all partnerships, Brown Brothers 
lent and invested the partners’ money. 
Each deal had to be assessed in terms of 
how much of their own personal fortune 
they were willing to risk. In sharp con- 
trast to the investment banks and venture 
firms and private equity groups of today, 
the partners at Brown Brothers were not 
agents acting on behalf of anonymous 
shareholders or mammoth institutions. 
Every Brown Brothers partner was person- 
ally exposed. They could gain immensely 
or lose painfully from each deal. 

But by the end of 1930, as the economic 
collapse accelerated not just in the United 
States but around the world, transactions 
and deals that had looked sound and 
wise a year earlier turned sour. Even after 
each of the Brown Brothers partners had 
ponied up more money to cover losses, 
they were skirting peril. The firm had been 
in business for more than 120 years, since 
Alexander Brown set up shop, aided by 
his four sons, in Baltimore. It was unclear 
whether it could last into 1931. Thatcher 
Brown, great-grandson of Alexander and 
managing partner of his firm, saw that 
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drastic action was necessary. Though 
nearly a generation separated him from 
those young bucks on the train, Thatcher, 
a product of the same schools and the 
same upbringing, was essentially an older 
version of them. The cohort of younger 
Yale grads saw the opportunity, but it was 
Thatcher and his older cousin James who 
understood the need. So did Averell Har- 
riman, who was flush with the millions 
provided by his father’s fortune. He had 
money, but his business was struggling as 
well. Brown Brothers had the history and 
the standing. And so, following that genial 
conversation over cards and drinks in a 
first-class railcar, it was agreed that the 
two firms would merge to save both, with 
the fortune of Harriman attached to the 
reputation of Brown Brothers. 

For Wall Street, that innocuous Decem- 
ber New York Times headline wasn’t so 
innocuous. It signaled to the financial world 
that two of the major players of Wall Street 
would, at least for the moment, be fine. 
In a time of rampant bank closures and 
widespread panic, the announcement of 
the formation of Brown Brothers Harriman 
was a respite, a message that said, “It will be 
all right; there is shelter in the storm.” 

The Great Depression would get con- 
siderably worse before it got better, but 
Brown Brothers Harriman remained 
standing and became a pillar of what 
would soon be called the American Estab- 
lishment. Its partners would play a central 
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role in the creation of what Time’s found- 
ing editor and fellow Yale alum Henry 
Luce dubbed “the American century,” a 
mid-2o0th century imperium that saw a 
marriage of American money and Ameri- 
can power that spanned the globe. It 
didn’t last a century, but at its apex, the 
American century was staffed by Brown 
Brothers. Prescott Bush served as a US 
senator for Connecticut and progenitor of 
two Presidents. Lovett became Assistant 
Secretary of War, Assistant Secretary of 
State and finally Secretary of Defense dur- 
ing the height of the Korean War. Averell 
Harriman would have a long career as 
a diplomat and statesman, serving as 
Franklin Roosevelt’s envoy to Stalin, Sec- 
retary of Commerce under Truman and 
then governor of New York and finally as 
the most senior diplomat in the Kennedy 
and Johnson State Department, though 
not, to his unspoken chagrin, as Secretary 
of State. 

These men were, as Dean Acheson 
(who to his everlasting pride was Secre- 
tary of State) would later remark, present 
at the creation. They defined the Cold 
War political and economic system that 
governed the world after World War II, 
a system that remains largely, if shak- 
ily, in place. Directly or indirectly, this 
cohort created every major institution that 
shapes the international system today, 
from the World Trade Organization to 
NATO to the United Nations to the World 
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Bank. They established the primacy of the 
almighty dollar. And they built the appa- 
ratus of the American national security 
state, including the Defense Department, 
the National Security Council and the CIA. 

The influence of the firm, however, is 
even deeper than that, spanning nearly 
the entire history of the United States. 
The firm started, as most ventures do, 
innocuously enough, founded at the turn 
of the 19th century by an immigrant with 
modest dreams, an Irish refugee fleeing 
the sectarian violence of his homeland. He 
set up a linen importing business in Bal- 
timore, which morphed into a merchant 
bank, and as it grew and evolved under 
his sons, Brown Brothers helped turn 
the United States into a country where 
money had an outsized role. The Ameri- 
can economic system was messy, chaotic 
and often hugely destructive even as it 
unlocked unprecedented potential. 

The House of Brown, straddling the 
Atlantic with branches in Liverpool, Bal- 
timore, Philadelphia and New York, was 
at the center of the alchemy, managed 
by a family of upright, God-loving bank- 
ers, fathers and sons and then grandsons, 
steeped in rectitude and service, at times 
dull, always—more or less—honorable. In 
a world where money was plentiful, and 
promiscuously so, it helped to have stolid 
bankers at the choke point, regulating the 
flow, steering through crises, keeping the 
excesses of greed and panic at bay. 


Ajay Suresh 


In the United States, the pursuit of profit 
was woven into the founding fabric, not as 
explicitly as the pursuit of happiness but 
there all the same. The Jeffersonian ideal 
was a nation of yeoman farmers guarding 
their freedoms and independence, but it 
was Alexander Hamilton’s financial sys- 
tem that ultimately defined the economy. 
Following the Revolutionary War and 
then the War of 1812, which sealed Ameri- 
can independence, the United States 
began its ascent to become the world’s 
largest economy within little more than 
a century. How that happened has been a 
source of constant debate. Perhaps it was 
a function of a vastly fruitful continent, 
the lack of regional competition, the pro- 
tection afforded by two oceans, the influx 
of immigrants who brought their own 
dreams and ambitions and then inscribed 
those on a new nation, or none of those or 
all of them. But perhaps the key lies in one 
of Alexis de Tocqueville’s many piercing 
observations: “I know of no other country 
where love of money has such a grip on 
men’s hearts.” 

One of the prerequisites for rapid eco- 
nomic growth is capital. Land, property 
and labor are all vital, but none are liquid. 
For much of human history, wealth locked 
up in land and property was rarely turned 
into productive capital to fund businesses 
or ideas. That began to change in the 19th 
century, and the United States was ground 
zero for the shift. Money, especially in 
the form of paper promises, was a fuel. 
In the United States, making money and 
putting it in motion came easily, often 
too easily. Money flooded markets, and 
then receded. It unlocked potential, and 
then unleashed havoc. Unburdened by an 
entrenched aristocracy of land or church, 
and with the Jeffersonian ideal of yeoman 
farmers shunted aside in favor of a Ham- 
iltonian economy, 19th-century America 
became a land of money. 

Until the Civil War, it wasn’t federal 
money. There were coins minted by the 
federal government, but those floated in a 
sea of paper promises issued by different 
banks and merchant firms such as Brown 
Brothers. Coins mattered, but paper was 
everywhere. It was a bewildering mix, 
kaleidoscopic and constantly changing. 
There is always a tension between order 
and chaos, and it is hard to find the right 
balance between just enough chaos to 
nurture innovation and enough order to 
keep everything from unwinding. Hence 





William Averell Harriman, founder of W.A. Harriman 
& Co. and son of railroad baron E.H. Harriman, 1942. 


the sharp and constant economic crises of 
the 19th century. But that roiling, unset- 
tling and harmful though it could be, was 
outweighed by the advantages. If you had 
a good idea in America, you had a better 
chance than anywhere in the world of 
finding money to fund it. Capital rarely 
flowed evenly; the 1870s and 1880s were 
flush with capital for the railroads but not 
so much for the working class or the farm- 
ers. Throughout the 19th century, there 
was paper money and credit, but there was 
also gold and silver, land and labor. The 
United States was fluid compared with 
the Old World, but it was easier to lose a 
fortune or never make one than to ascend 
the heights. 

Brown Brothers acted as a conduit. 
From early in the 19th century, it became 
one of the primary channels through 
which money flowed. And flow it did, to 
merchants and their ships, to cotton plan- 
tations and to railroads and new farms 
and new towns and new businesses in 
the sprawling vastness of the continent. 
Brown Brothers facilitated that trade, first 
between Liverpool and Baltimore, and 
then once off-loaded by stevedores onto 
wagons, from Baltimore to the Ohio Val- 
ley. It funded, with offices in England and 
the Americas, successive generations of 
ocean-crossing vessels, some of which it 
owned outright, and for a brief moment, 
the house had a monopoly on the ship- 
ment of the Royal Mail from England to 
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the United States. The Browns spurred 
the birth of transatlantic steamships and 
underwrote the Collins Line, which might 
have surpassed Cunard had it not been 
for a tragic accident. They created the first 
railroad, the one we all know from games 
of Monopoly, the Baltimore & Ohio line, 
the B&O. They expanded to Philadelphia 
and to New York, and their reach grew. 
They were financial innovators and one of 
the largest cotton merchants in the world. 
So influential was Brown Brothers by the 
mid-igth century that when the thun- 
derous celebrity preacher Henry Ward 
Beecher wanted to make a point from 
his pulpit in Brooklyn, he constructed an 
entire sermon lambasting his congregants 
for placing more faith in letters of credit 
issued by Brown Brothers than they did 
in God. 

Brown Brothers was, in short, woven 
into the economic fabric of 19th century 
America, its transportation network and 
its trade, with the cotton South and the 
agrarian West, with England and by exten- 
sion with the rest of the world. It provided 
the credit that was more trusted than the 
notes issued by governments or the prom- 
ises printed with abandon by the wildcat 
banks that dotted the American fron- 
tier. Paper issued by the House of Brown 
was essential to commerce, and without 
trusted paper, trade at the scale and scope 
required would have been impossible. The 
Browns determined exchange rates, and 
they provided travelers with letters to use 
abroad, which was a necessary prereq- 
uisite to a more interconnected world. 
Wherever American commerce flowed, 
Brown Brothers was there to keep it flow- 
ing. It didn’t just make money for itself; it 
made money for America. And without 
money, there would be no rise of the 
United States as a global power. $ 


Zachary Karabell is a prolific commen- 
tator and the author of more than a 
dozen books, including The Last Cam- 
paign, which won the Chicago Tribune’s 
Heartland Prize, and ‘The Leading 
Indicators. He is also a longtime inves- 
tor, former financial services executive 
and the founder of the Progress Network. 
This article has been adapted from his 
latest book, Inside Money: Brown Broth- 
ers Harriman and the American Way of 
Power (Penguin Press, 2021). 
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Pied Pipers of Lucre, Then and Now 


By Peter C. Earle 


IN MID-JANUARY 2021, a new administra- 
tion was settling into the White House and 
the first hints of an end to lockdowns and 
other pandemic policies were becoming 
clear. While that was developing, media 
outlets began reporting an extraordinary 
price move in the stock of brick-and-mortar 
game retailer GameStop (GME). Long con- 
sidered a company a decade past its prime, 
with a future likely to look more like that of 
Blockbuster than a hot tech stock, its stock 
had traded as low as $2.80 in the summer of 
2020, spending much of the year in single 
digits. But now, the price was vaulting: from 
closing at $17.69 per share on Friday, Janu- 
ary 8, 2021, to $65.01 on Friday, January 22. 

And then, in the three days between 
Monday, January 25, and Wednesday, 
January 27, GME common stock closed at 
$76.79, $147.98 and $347.51, at one point 
trading as high as $483 per share. 

As if that wasn’t spectacular enough, 
one by one—almost as if being ticked off 
of a list—other oddball stocks, across a 
variety of sectors, began rising dispropor- 
tionately: first haltingly, then followed by 
a distinct “pop” upward in price. AMC 
Entertainment (AMC), Nokia (NOK), 
Blackberry (BB), Bed Bath & Beyond 
(BBD), NAKD (Naked Brand Group) 





and a handful of others saw significant, 
abnormal price spikes that bested 52-week 
(and sometimes longer) volume and price 
change records. 

Before long, the thread of continuity 
between those issues was discovered. All 
of the stocks in question were on lists of 
publicly traded companies with the highest 
short interest ratios. And the responsibility 
for engineering the short squeezes—a term 
describing a rapid increase in the price of 
a stock arising from short sellers having to 
buy stock at progressively higher prices to 
avoid further losses—was a Reddit com- 
munity known as r/WallStreetBets (WSB). 

As the major short squeeze victim was 
identified—a hedge fund called Melvin 
Capital was estimated to have lost 53% 
by the end of January—a narrative was 
quickly slapped onto the episode. 

A group of retail investors, the story 
held, banded together to teach Wall Street 
a lesson. The source of the anger was vari- 
ously attributed to isolation fatigue stem- 
ming from pandemic lockdowns, angst 
over rapidly increasing economic inequal- 
ity and a general, time-honored hatred of 
Wall Street. Thus, the portrayal continued, 
a group of retail traders had engineered a 
financial market coup. Through a commis- 
sion-free online retail brokerage, a Red- 
dit-based crowd with risk appetites larger 
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than global forex markets had engineered a 
series of short squeezes. They had roiled the 
financial elite, set them back on their heels 
and promised they would strike again. 

The leader of this band, a digital tribe 
whose shared values seems to center 
upon profane memes and a near-religious 
affinity for outsized risk, was one “Deep 
F**king Value,” who went by “Roaring 
Kitty” on YouTube. In real life, DFV/Roar- 
ing Kitty was Keith Gill, a 35-year-old CFA 
(Chartered Financial Analyst) holder and 
former college track star who had become 
the de facto field marshal of a large, cohe- 
sive and geographically dispersed army of 
Reddit-based financial market operators. 
Obscure just one year ago, by spring 2021 
WSB had become a force known in board- 
rooms all across America, feared on some 
professional trading desks. 


Forging the WSB Narrative 


It is difficult to recall the last time a single 
financial security occupied major head- 
lines for several days; one guess is May 
of 1901, when E.H. Harriman and Jacob 
Schiff battled J.P. Morgan and James J. 
Hill for control of the Northern Pacific 
Railroad. Another is Enron during its 2001 
collapse, although the dominant reporting 
at that time focused more upon the firm 
than its evaporating stock price. 

Financial market journalists and media 
pundits quickly began to probe the 
GME/WSB story for deeper significance. 
Some fit it into a framework of increas- 
ing social unrest over growing levels of 
economic inequality. Some saw it as the 
Frankenstein-like outcome of lockdowns 
and stimulus checks. Others saw it as 
a strong indication that years of rock- 
bottom interest rates and easy money had 
turbo-charged risk appetites in both the 
retail and institutional constituencies of 
securities markets. 

Still others became fascinated with the 
organizational facet of the short squeeze 
campaign. Wall Street Journal podcast 
“The Journal” Producer Annie Minoff 
commented, upon seeing one particular 
WSB meme, “What struck me...is that it 
was the first time I’d ever seen a bunch 
of individual investors working together 
thinking of themselves as a collective. The 
message of [the] meme is: ‘stick together.’ 
Hold; don’t sell.” 

A prescient observation, but not an 
unprecedented event. The earliest 
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antecedent to exactly this—a massive 
corps of brokerage customers being led, 
or at least inspired, by a financial market 
commander of sorts—is found in Boston, 
in the early 20th century. 


Thomas Lawson: 
The Original Roaring Kitty 


Thomas Lawson was born in the Charles- 
town neighborhood of Boston in 1857. He 
grew bored of school and, at the age of 12, 
sought employment on State Street—then 
and now the Wall Street of Boston. Over 
time, he took to speculation in stocks, 
becoming wealthy and losing everything 
several times before focusing on copper 
stocks. 

But it was being hired to manage and 
reverse the fortunes of the failing Rand, 
Avery & Company, a publishing firm 
where Lawson learned what would become 
a signature tool in his stock market opera- 
tions some years after his career began. An 
indisputable proponent of using contro- 
versy to fuel sales and foot traffic, he began 
publishing books “that other publishers 
were afraid to handle.” From there, he: 


spent money lavishly advertising his 
wares in the Boston newspapers and 
made the conservative old publishers 
of the town sit up and gasp... He orga- 
nized an advertising bureau, a novelty 
in those days, and announced that he 
would undertake to direct the advertis- 
ing of large manufacturing concerns. 


Before Lawson’s campaigns, there had 
certainly been stock touts, tipsters and 
other forms of information passage that 
sought to influence stock prices. And, of 
course, America has seen wave after wave 
of populist movements, the gross majority 
of which were egalitarian and anti-capital. 
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Chart of GameStop (GME) stock, January 2015 through June 2021. 
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Most have harbored deep suspicions, 
if not outright hatred, of Wall Street. 
Lawson's innovation—aside from a then- 
novel system of recording retail sales and 
perhaps the first fantasy sports game—was 
to mix the two. He would declare himself 
a reformer, having seen illicit and illegal 
conduct as an inside operator, and bring 
justice down on wealthy wrongdoers even 
as he and his legions profited heavily. And 
the catalyst for activating this wave? The 
late 19th-century equivalent of the inter- 
net: newspaper advertisements. 


Lawson’s Early Forays and Failures 


In a handful of smaller battles, Lawson 
used newspapers and direct mailings to 
influence shareholders of practices he saw 
as ruinous or ill-advised. But it was in two 
particularly noteworthy episodes that his 
position as a formidable stock influencer 
was established—albeit with diametrically 
opposed outcomes. 

In the first, he was hired by the indus- 
trialist Aretas Blood to market Grand 
Rivers, Kentucky, where the Cumberland 
and Tennessee Rivers meet, as the site 
of a future iron mine and charcoal iron 
foundry. Furthermore, the site would 
soon become one of the next great major 
cities of the United States. 


Lawson let his advertising genius loose 
on the enterprise, and there poured 
forth a flood of prospectuses, circulars, 
booklets, posters, maps, newspaper 
articles, biographies, interviews—all 
done to the queen’s taste. Every bit 
of printing that went out of the com- 
pany’s office—the printer, the type, the 
colored inks—was devised by Lawson. 


The Grand Rivers effort was nevertheless 
a flop. Yet having made many trips there, 


www.MoAF.org | Summer 2021 | FINANCIAL HISTORY 


and no doubt richly compensated for his 
efforts, Lawson described it as a pleasant 
but expensive experience. In his words, 
like “a young man...who broke his arm 
being thrown from his horse [but] into 
the lap of his future wife.” Many investors, 
needless to say, saw grievous losses as the 
campaign ended with a whimper. 

The second formative assignment 
involved the 1890s battles between West- 
inghouse Electric and General Electric. 
General Electric, backed by banking inter- 
ests in both New York City and Boston, 
sought to acquire Westinghouse. George 
Westinghouse resisted commercial absorp- 
tion but feared that continuous assaults 
upon his company both within and outside 
the equity markets would drive the stock 
price down, making it more difficult to 
arrange financing or issue additional stock. 

He called in Lawson, whose campaign 
was kicked off by an anonymous col- 
umn in the Boston Commercial Bulletin. 
Evoking the 1980s strategy to forestall 
corporate raiders known as the “Pac-Man 
Defense,” it posed a hypothetical: 


Today, the question is not when will 
the General Electric gobble up the 
Westinghouse, but how long can the 
Trust stand the hammer blows that are 
being dealt to it fast and furiously by 
the Westinghouse Company? 


In a long, pitched battle, featuring back- 
and-forth accusations of accounting chi- 
canery, aggressive short selling and other 
misdeeds, General Electric eventually 
“went away, with Westinghouse stock 
finally rising enough to successfully sell 
$4 million worth of stock. (Westinghouse 
Electric still exists as a subsidiary of Via- 
com CBS; Westinghouse Air Brake Tech- 
nologies is publicly traded to this day.) 


Roaring Kitty’s GameStop Thesis 


GME traded at between $11 and $58 dollars 
per share from 2009-2019. By the end of 
2019 it was in single digits, having traded 
down to $2 or $3 per share as the outlook for 
the firm, which operates nearly 5,000 store 
locations around the world, dimmed rap- 
idly. Keith Gill’s—Roaring Kittys—GME 
activism began in 2019, when the stock 
was trading at just over $5. In the spirit of 
the great value investors—Buffett, Graham, 
Lynch and others—he laid out a case that 
the long-term value of the company was 
vastly beyond what the current stock price 
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seemed to be taking into account. It was 
standard value investor fare: GME sported 
a formidable cash position, the possibil- 
ity of an aggressive share buyback pro- 
gram and other easily overlooked aspects 
of a company thought, frankly, to be slowly 
swirling down the drain. 

Instead of newsletters (or newspaper 
broadsides), he posted video updates on 
YouTube. But the case that a monumental 
short squeeze might be developed in GME 
was laid out not by Roaring Kitty, but by 
other WSB participants. And as thousands 
of WSB members surged into GME stock, 
the now-famous spike began, with Melvin 
Capital’s massive short position an accel- 
erant of incalculable measure. 

If GME was undervalued at $5 per share, 
it's astoundingly difficult to say that it’s 
fairly valued at hundreds of dollars per 
share when even the company’s board 
of directors don’t see the firm returning 
to profitability until 2023. However, the 
collective market impact of other WSB 
target stocks has had implications for cor- 
porate finance. AMC, owing to its short 
squeeze—boosted price, “saw its credit rat- 
ing upgraded by S&P after using Reddit- 
fueled share offerings to raise capital and 
make a debt restructuring less likely.” 


Lawson's Amalgamated 
Copper Campaign 


That contrasts with Lawson’s Amalgam- 
ated episode which, according to Frank 
Fayant’s depiction, was far less a matter of 
overlooked value or conscience. Rather, it 
stemmed from broken or misunderstood 
promises. Lawson had, by 1900 or so, 
been involved in several securities deals 
(some contemplating unadulterated price 
manipulation) with Henry H. Rogers. 
Rogers was an industrialist and financier 
most closely associated with the Rock- 
efellers and Standard Oil. Two deals that 
Lawson and Rogers had collaborated on, 
Bay State Gas and the copper trust known 
as Amalgamated Copper, created both 
internal and external frictions. 

In the case of Bay State, a dispute arose 
over how much Lawson was owed. When 
it became insolvent, the attorney handling 
the receivership determined that Rog- 
ers, Lawson and several other parties had 
taken loans from Bay State and ordered 
them repaid. A trial followed and numer- 
ous recriminations were thrown back and 
forth. Suffice it to say, Lawson was on the 


October, 1907 


sd 


a 
i. 
yr 
he 
= 
} 
Shad 
oe! 
i 
i" 
ae 
ts 
fay 
he 
bel 
tie 
ag 
 peglts. 
inh 
a 


a 








ie 
fl 
ta 
a 
7 
= m4, 
fas br 
caet 
vo 
£ a 
me se 
on ‘ 
je | 
aR 
on | 
L | 
Lr 
Sheet | 
a i 
nT 
ra, 
Fil 
a 
eae 
Hy 
1 | 
: | 
i 
fS. 
youd 
fF 
Pate 
1 i 
ie. 
eget 
J 


3 


in 


A. 


ee eee 


ae sey 
Se eae ee 


=" 


sips Tee, 
ie Sees 


Se ee ae 


be 


at 





The Real Lawson 


. The Life-story of One of the Most Remarkable and Most Misunderstood Men of 
the Day.—How He Has Risen from Obscurity and Poverty to a Position of Great 
Wealth and Become a Melder of Pubbc Opinion—An Unprejudiced Measure of 
He Character and Hi Place in American Life.—In this Series Mr. Fayant Will 
Lay Bare Mr. Lawson's Record as a Speculator, Promoter, Publicist, and Reformer 


“ Don't try to fool fhe world, 
for af will mol be fooled. Ff 
can tell tbe difference cerry 
fom dvfueen oan bores! man 
and a faker."—THomas W. 
Lawson, 


]5 Lawsow an honest man, or 
a faker? A sober-minded 
secker alter the Truth, or a 
mere hare-brained ranter? “4 
benefactor or acharlatan? Afeal force in our economic life, or only 
"a loud, loquacious, wulgat gots, 
Whose 'I's' and ‘Me“s" are scattered in has talk 
Thick as the pebbles on a gravel walk"? 


If (owson is all he weld have ws beleve—an economic revaolu- 
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tionist who will change the 
face of the country overnight 
by a financial catachysm—then 
he is the most commanding 
figure to-day in America, 

If he is all his enemies 
paint him, then he were better 
dead, for so unscrupulous an 
impostor is more dangerous in 
the community than a fire- 
brand in a powder house. 

It is idle to try to dismiss Lawson from the public mind with a 
jet. or to try to blot him out with a curse. He is nat to be laughed 
away, nor damned away. It ts idle to say that it isn't worth while 
taking his measure. The very vehemence of the outeries against him 
disproves this. No man in America is more hated and despised; and no 





“The Real Lawson,’a series on Thomas Lawson, was published 
in Success Magazine from October 1907—March 1908. 


outs with the Standard Oil crew. 

At this time, in the summer of 1904, the 
American public had developed a virtu- 
ally unquenchable thirst for muckraking 
exposés. That, plus Lawson’s brilliance 
at lofty and persuasive pitches, provided 
fertile soil for his revenge—and led to 
the event which, if any, most resembles a 
WallStreetBets episode. 

In a series of articles for Everybody's 
Magazine that ran through 1906, Lawson 
chronicled the story of Amalgamated Cop- 
per with the Rockefeller interests in a series 
that came to be called “Frenzied Finance.” 
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Sections of his account were exaggerated, 
and a portion were outright fabrications, but 
the verifiable sections created furor. Lawson 
framed a public revenge plot as a matter of 
high-minded moral righteousness. 

In November 1904, Lawson took out 
newspaper ads advising investors to pur- 
chase Amalgamated Copper despite his 
recent revelations. Several weeks later, on 
December 6, 1904, he suddenly reversed 
his pronouncements, predicting that 
Amalgamated (which had reached $81 per 
share) would fall to $33 per share shortly. 
The newspaper ads indicated that: 


“Frenzied finance” stock gamblers 
have accumulated immense lines of 
Amalgamated. The same sensational 
rumors of a great rise to come flood 
Wall and State Streets as in 1901. They 
have asked me to join in creating a 
wild market upon which all the Amal- 
gamated taken in at lower prices may 
be turned out upon the public. 


It would be millions in my pocket to 
assist, but—I see the handwriting on 
the wall which the “frenzied financiers” 
of Wall Street do not yet see. It reads: 
“The people will not stand plundering 
any longer.” And I have decided. 


I advise every stockholder of Amalgam- 
ated stock to sell his holdings at once 
before another crash comes. Another 
slump may carry it to 33 again, or lower. 


Sending missives that confirmed the sus- 
picions of the masses—that Wall Street and 
large corporate interests were taking advan- 
tage of them—proved combustible. In the 
days after Lawson’s advertisements, Amal- 
gamated sank from just over $80 per share 
in the days before the newspaper campaign 
to just over $60 in under two weeks. 

And this was not a haphazard dumping 
of the equity. As David Zimmerman wrote 
in Panic!: 


What unnerved critics, in fact, is that 
these followers were extraordinarily 
disciplined, carrying out their gen- 
eral’s commands immediately and 
efficiently. Lawson’s followers were 
dangerous precisely because their 
actions and desires were prompted 
and guided not by market imperatives 
but rather by Lawson’s directives. 
Moreover, their speculations did not 
demonstrate their loss of self-control 
or their dispossession by the market; 
their speculations showed, instead, 
their collective sense of power as an 
insurgent class. If they were unusually 
excited, it was because they imagined 
themselves assuming control over 
the vast, capricious machinery of the 
marketplace, a privilege only the sys- 
tem and before it, the most powerful 
financial barons, had enjoyed. 


Yet where Gill did demonstrate leader- 
ship of the sort that bears comparison to 
Lawson is in the unfolding of the GME 
trade. As the stock rose, he made his 
commitment to the long position crystal 


clear to other WSB members. And within 
that culture, courage and fortitude are 
highly valued attributes. The description 
“diamond hands” is high praise indeed, 
characterizing a WSB participant as dem- 
onstrating unflinching perseverance in the 
face of unrealized losses or a drumbeat of 
negative news. 

Gill would not sell, he told other mem- 
bers of the Reddit thread and YouTube 
watchers, and take quick, massive and 
life-changing profits. Rather, he would 
hold fast or even add to his long position, 
which he did. And in so doing, he inspired 
other WSB traders to stand fast on, or 
even add to, their long GME positions as 
well. One of his many appreciative WSB 
followers commented: 


Your steady hand convinced many 
of us to not only buy, but hold. Your 
example has literally changed the lives 
of thousands of ordinary normal peo- 
ple. Seriously, thank you. You deserve 


every penny. 


And quite a few pennies were made, 
indeed. Gill’s stock and options positions 
were worth tens of millions at the end of 
January 2021 from what started less than 
two years earlier as a $53,000 position. 
Lawson is said to have cleared some $46 
million ($1.4 billion in 2021 purchasing 
power) from a short position in Amal- 
gamated when he recommended that his 
followers dump it. 


Birds of a Feather? 


Comparisons between Gill and Lawson 
are mostly apt, if stretched a bit. There is 
a showmanship inclination to both men 
through different media choices reflective 
of their era: newspaper advertisements 
then, YouTube videos today. 

On the topic of advocacy, whether in 
favor of a particular security or in con- 
tempt of the alleged masters of mammon 
near Broad and Wall, Gill has claimed, in 
interviews, to not in fact be against high 
finance. His is not an anti-Wall Street 
crusade. By his own assertion he is less an 
activist than an individual who, having had 
a prescient investment idea, found himself 
unexpectedly thrust into the spotlight. 

Lawson, on the other hand, had vindic- 
tive goals and forced his way into the lime- 
light to realize them. And appreciation 
among his followers for his indignant, 
widely-broadcast stock campaigns to right 
the wrongs of the System (or at least bring 


them to public awareness) according to 
Fayant are summarized in the following 
way by an adoring member of his invisible 
legions: 


When America needed a father, God 
raised up Washington. When America 
needed an emancipator, God raised 
up Lincoln. It is my belief that, for the 
troubles that beset the country at this 
time, God raised up Lawson. 


But despite Gill’s distancing himself 
from broad-based disparagements of high 
finance, there is certainly a Lawsonian 
concept of a “System” within WSB. Refer- 
ring to fellow WSB members as “apes,” 
one battle cry implored: 


If you or your parents’ lives were 
destroyed in 2008, do you remember 
who were held responsible? I don't! 
Cause no one was! Who cared about 
the little people? No one! Little people, 
apes now, have to stick together! GME 
and AMC together! We are family! 


To others, the “System” manifested as 
hedge funds and their trading algorithms. 
Counseling vigilance, a WSB poster wrote: 


Power to the players. Power to the 
people. Remember, the Hedgie Algo’s 
are based on the underclass being 
motivated by fear. When the popula- 
tion no longer lives in fear, revolution 
is possible. Make no mistake, this is a 
financial revolution. 


Power to the players. Power to the 
people. 


Perhaps like “The Man in the Moon” or 
art, market campaigns are more a matter 
of pareidolia than an explicit tenor. 


Lawson and the Dot Com Gurus 


A closer parallel can be made between 
Lawson and the first wave of internet trad- 
ing “gurus who appeared on sites like Sili- 
con Investor, Raging Bull, InvestorsHub, 
the Yahoo! Finance message boards and 
others. Between the mid-1990s and early 
20008, online message boards were teem- 
ing with stock gurus who, for a monthly 
fee, would make real-time stock trading 
recommendations. In certain cases, the 
individuals pitched their services as not 
only being a product of expertise but, more 
akin to Lawson and the account super- 
imposed upon the WSB short squeeze 
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campaign, one that sought to correct long- 
standing abuses of investors by investment 
banks and other financial institutions. 

A particularly Lawsonian presence at 
that time was “Anthony@Pacific,” whose 
internet chat room and Silicon Inves- 
tor message board thread focused upon 
an “Autopsy of Wall Street.” A@P, as 
he became known, was one Amr Ibra- 
him Elgindy, and his voyage from selling 
cars to working as a retail stockbroker to 
becoming an advocate for the so-called 
little guy was an intrinsic part of his 
spiel. Primarily a short seller, Elgindy sold 
memberships to his private chat room and 
broadcast his short picks there and on the 
Silicon Investor site, often with an imme- 
diate impact upon a target stock’s prices. 

Their views on the overall state of finan- 
cial economics are similar. Lawson, in 
“High Cost Living” (1913): 


There is a trick machinery at work 
which during the past 40 years has ille- 
gally injected into the existing volume 


of stocks and bonds over 30 billions 
of fictitious value... [And] through 
this trick machinery a few men who 
control it and who control the indus- 
tries upon which the stocks and bonds 


are based take from the people five 
per cent on this 30 billions...one bil- 
lion and a half dollars yearly... [And] 
through this trick machinery, also, 
they take another billion and a half 
dollars, which they collect yearly by 
means of the fraudulently manipu- 
lated ups and downs in stock and 
bond prices...the trick machinery is 
the Stock Exchange-”Money Trust”... 
[a] wholesale looting, right now, of 
American and European investors of 
hundreds of millions of dollars. 


And Elgindy, described 90 years later 
in Wired magazine, expressed a similar 
conceptualization of the System: 


Anthony’s view of the market is uni- 
formly black. He believes that corporate 
accounting is bogus, that press releases 
are untrue and that Wall Street is “the 
most manipulated scam and corrupt 
marketplace on Earth right now...” 
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[He] laughs with scornful delight at the 
notion of a fair and massively popular 
stock market. He views the competition 
among brokerage firms, market makers 
and the new electronic trading systems 
merely as a staged showbiz feud... The 
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The AMC Empire 25 on 42nd Street in New York City. AMC was one of several oddball stocks that began rising 
disproportionately in early 2021, along with GameStop, Nokia, Blackberry, Bed Bath & Beyond and others. 


online brokerages lure new herds of 
sheep into the game and collect the 
admission fees while the market mak- 
ers do the shearing. 


Ultimately styled the “Mad Max of Wall 
Street” and having had an uncanny record 
of predicting stocks that would soon be 
targets of Securities and Exchange Com- 
mission (SEC) or FBI investigations, the 
short-selling avenger’s operations came to 
an inauspicious end on January 24, 2005. 


Stock trader Anthony Elgindy was 
convicted on Monday of using secret 
government information to profit in 
the market, while [an] FBI agent...was 
convicted of tipping him off about 
companies facing criminal investiga- 
tions... Prosecutors said Elgindy would 
use information from [the agent] to 
sell companies’ stock short and advise 
subscribers to his Web site to do the 
same. Access to information about 
government investigations that could 
cause a stock price to fall would be 
an unfair trading advantage. They 
said Elgindy portrayed himself as a 
crusader against companies that were 
defrauding investors and said he made 
millions of dollars from subscribers, 
who paid up to $600 a month to access 
his Web site, anthonypacific.com. 


He was sentenced to 11 years in prison 
but released in 2013. 
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Lawson’s Decline 


At the conclusion of World War I, Lawson 
was a mostly forgotten figure, except to 
those bitterly recalling his stock market 
exploits of a decade and a half earlier. A 
1919 newspaper reports: 


A mortgage given by Thomas W. Law- 
son on his Dreamwold Estate to the 
Quincy Trust Co. of Boston indicates 
that his latest financial operations are 
not going well. This is quite a change. 
There was a time when Lawson could 
surround himself with a considerable 
following, but that was when the public 
did not know him as well as it does now. 
He has followed them often enough but 
he discovers there was considerable 
truth in Lincoln’s observation that you 
cannot fool all the people all the time. 
By the cry of “wolf” against the financial 
interest he has turned their fears to his 
advantage. Lately his outgivings in his 
advertising have not rallied a beggar’s 
guard to any of his flotations and it is 
evident from his recorded mortgage 
that his speculations of late also have 
not turned out profitably. Very few will 
waste any sympathy on Lawson. 


The last we hear of Lawson as a subject 
of current events is his death, reported on 
February 8, 1925. In The New York Times 
obituary, the last few years of his life fol- 
lowing the arrest for stock manipulation 
present an altogether depressing image. 


Paul Sableman 


Thomas W. Lawson died in the Mas- 
sachusetts General Hospital...at 12:30 
this morning...It was stated at the hos- 
pital that funeral services would be 
held at “The Nest,” Egypt, Mass., the 
only part of the vast Dreamwold estate 
which remained to Mr. Lawson after 
his recent financial collapse...Little has 
appeared about Mr. Lawson in the last 
few years except the story of the grad- 
ual decline of his health and the even 
swifter decline of his fortune. In 1922, 
faced with the necessity of selling his 
Dreamwold estate, he disappeared and 
for some days was in seclusion. There 
soon followed the sale of his yacht, Tro- 
phy, for a song, and the auction of his 
art treasures. In December of that year 
the $50,000,000 that he once had pos- 
sessed had dwindled...to $50,000 and 
the next year saw the gradual dissipa- 
tion of even the few personal effects to 
which he had been able to cling. At one 
time he was so hard up for cash that he 
offered to trade his car for 5,000 cigars. 


A last-ditch effort to rally the troops 
who, a few decades back, had landed a 
solid right hand on the chin of the apocry- 
phal System was considered. 


In the midst of these misfortunes, in 
May 1923, there came an announce- 
ment that Lawson, broke, but out of 
debt, would re-enter Wall Street in the 
hope of recouping his fortunes. If he 
did go back into finance, high or other- 
wise, he did it so quietly and with such 
little effect that no one ever heard of it. 


Throughout history, financial markets 
have dethroned experts and exalted the 
unpresuming. Lawson’s career, and the 
WallStreetBets GME saga, exemplify both. 


Frenzied Finance to Come 


The idea that Wall Street was taught 
some sort of lesson by the WSB crowd is 
a silly one; indeed, at least one hedge fund 
rode GME’s rocketing price up with the 
Reddit crowd and earned an estimated 
$700 million. Similarly, some WSB dissi- 
dents undoubtedly shorted GME at seem- 
ingly reasonable prices like $100, $200 or 
$300 per share and higher, experiencing 
huge losses. 

In June 2021, it was reported that a 
London-based hedge fund named White 
Square Capital was closing. It took huge 


losses on a GME short position but 
claimed that the “decision to close down 
is related to thinking the equity long-short 
model is challenged [and the] traditional 
edge is being arbed away.” Whether or 
not White Square’s comment specifically 
referred to the activity of WallStreetBets, 
the dissipation of the trading edges once 
enjoyed only by large financial institu- 
tions has at least something to do with the 
massive proliferation of commission-free, 
high-speed trading. 

Institutional investors of all sorts often 
categorize the miniscule, uncoordinated 
and usually incorrect securities positions 
of retail brokerage customers as “dumb 
money. But is there any dumber money 
than that which fails to recognize that lots 
of so-called dumb money, in the aggre- 
gate, can become astoundingly “smart” 
in the blink of an eye? Or that the old 
adage about a broken clock being correct 
twice each day applies equally to securities 
trading? 

After the January 2021 short squeeze 
campaign, WSB stated that it would next 
push the price of silver up, using futures, 
options and the SLV ETF. A price jump of 
the desired magnitude never materialized, 
but here too is a curious coincidence: One 
of Lawson’s last public stock campaigns 
was in silver stocks. And it, too, proved 
unsuccessful. 

Yet back in the stock market, more 
recently, the power of WSB’s coordina- 
tion of mass action with flair was seen 
yet again. Stock picker extraordinaire Jim 
Cramer in early June 2021: 


Twenty-eight highly paid analysts... 
follow the stock of Wendy's (WEN). 
Most of them like the stock very 
much and pound the table aggres- 
sively after every good quarter. And 
those pushes collectively have meant 
very little, lost in the miasma of 
recommendations, a boat tossed on 
the waves of the overall market. Or 
at least very little versus u/chillzday, 
a poster on WallStreetBets...[who 
with] some...favorable anonymous 
posts, the stock of Wendy’s move[d] 
up 18%... Despite the fact that Wen- 
dy’s raised its dividend, announced 
that its breakfast initiative is ahead 
of plan and raised its guidance for 
2021, its stock went down. Talk about 
pounding the table, I was pounding 
the Wendy’s countertop to buy the 


stock and I clearly had no impact. 
But no one listened, not one bit, not 
at all. Or at least no one listened as 
much as they did to u/chillzday, who- 
ever the heck that is. And you know 
what? I love it. 


Lawson is long gone, and the last cor- 
porate vestiges of Amalgamated Copper 
were consolidated out of existence in the 
early 1980s. But for GME, AMC Entertain- 
ment and other WSB targets, higher stock 
prices have brought about a new lease on 
commercial life; and finance of a particu- 
larly frenzied nature still surfaces regularly. 
Keith Gill and the meme-bearing, over ten- 
million-member WallStreetBets horde— 
always profane and occasionally mighty— 
aren't going anywhere any time soon. $ 


Peter C. Earle is a Research Fellow at 
the American Institute for Economic 
Research. 
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By Gregory DL Morris 


IT HAS NEVER BEEN POSSIBLE, and may 
not ever be possible, to move people safely 
and comfortably as a profitable business. 
That was the startling consensus among 
many sources contacted for what was 
intended to be a simple article on the 
financial history of infrastructure. 

To be sure, there are specific operations 
that have been financially successful in 
covering operating costs, but on an all-in, 
full-cost basis, transportation is no differ- 
ent than other forms of infrastructure: the 
opex by itself just can’t support the capex 
over the long run. 

With bills for many billions of dollars in 
spending over many years currently wind- 
ing their way through Congress, infrastruc- 
ture spending is in the headlines and on the 
minds of taxpayers and policy makers. 

Infrastructure is as old as civilization. 
Indeed, it is not too much exaggeration 
to say that infrastructure is civilization. 
Greek theaters and markets, Roman roads 
and aqueducts, and Aztec irrigation sys- 
tems all attest to that. In virtually all 


New York Governor DeWitt Clinton 
opens the Erie Canal, 1825. 
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cases a central authority—a city, a king, 
an empire—alone was able to amass and 
commit the planning and funding, often 
from taxes, for the initial capital expense. 
Taxes also supported operating expenses, 
supplemented by tolls or other user fees. 

Throughout history there has usually 
been broad agreement among voters and 
elected officials that roads, bridges, public 
transportation, water and sewer systems, 
and power grids are a necessary public 
good. The major debates have mostly been 
about how to pay for them. In stark con- 
trast, the constitution of the Confederate 
States of America explicitly prohibited 
spending on “internal improvements.” 

In the notoriously fractious United 
States, a nation founded in large part 
on a tax revolt, the proper scope and 
scale of public funding for what used to 
be called “internal improvements” have 
been hotly debated since colonial times. 
From the ambitious plans for the Erie 
Canal, supported by New York Gover- 
nor DeWitt Clinton, to the lavish land 
grants for the transcontinental railroad, 
supported by President Abraham Lincoln, 
to the massive funding for the interstate 
highway system, supported by President 
Dwight Eisenhower, the decision has usu- 
ally swung to broad scope and epic scale. 
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The glaring exception in the US has 
been passenger rail. Amtrak (formally the 
National Railroad Passenger Corporation) 
turned 50 this year, and for all that time, 
almost every discussion or news coverage 
has branded it with the scarlet letter of red 
ink: “money-losing.” That is not untrue 
in the sense of all-in, full-cost accounting, 
but that standard is never applied to other 
forms of transportation. 

For fiscal year 2019, the President's 
budget submission for the Federal Avi- 
ation Administration was $16.1 billion, 
including $3.4 billion “grants-in-aid” to 
airports. Was that called a subsidy to the 
airlines? Hardly. It was painted as a sound 
investment: Aviation is “a cornerstone 
of our nation’s economy, it contributes 
approximately $1.5 trillion annually to 
the national economy, provides 12 mil- 
lion jobs and constitutes 5.4% of the gross 
domestic product.” 

In the same vein, car and truck compa- 
nies could never be profitable if they had 
to build and maintain roads and bridges. 

“The 1971 legislation that created 
Amtrak included the idea that it should at 
least try to become a profitable operation,” 
said Jim Mathews, president and CEO of 
the Association of Railroad Passengers. 
“The congressional staffers at the time 


said on the record that clause was ‘aspira- 
tional.’ By 1978 everyone realized that was 
impossible and the Rail Passenger Safety 
Act of that year inserted the language 
‘shall be managed and operated as’ a for- 
profit business would be.” 

Mathews stressed that “the language of 
the act and the congressional report could 
not be more clear. The amendment con- 
forms the act to the reality that Amtrak 
could not be profitable because no mode 
of [passenger] transportation in the world 
covers its own costs. The air-traffic control 
system in the US is a beautiful thing. It is 
evidence that we as a nation recognize the 
federal role to create and operate a safe 
and reliable transportation system. There 
is the same obligation for passenger rail.” 

According to the Federal Aviation 
Administration (FAA), “the Airport and 
Airway Trust Fund, established in 1970 
and also known as the Aviation Trust 
Fund, helps finance the FAA’s investments 
in the airport and airway system, such as 
construction and safety improvements at 
airports and technological upgrades to the 
air traffic control system, as well as FAA 
operations, such as providing air traffic 
control and conducting safety inspections.” 

The US Treasury estimates that the cash 
balance of the Airport and Airway Trust 
Fund was approximately $15.7 billion on 
April 30, 2020, roughly the same as one 
year’s budget for the FAA. None of that 
counts what states and local governments 
pay for airport construction, operations 
and maintenance. 

The figure for roads is a bit higher, about 
$21 billion a year. According to the inde- 
pendent Eno Center for Transportation, 
“from its inception on July 1, 1956 through 
September 30, 2019, the US Highway Trust 
Fund has received $1.188 trillion in net tax 
receipts from federal excise taxes on high- 
way users and has paid $1.325 trillion in 
outlays for federal highway, mass transit, 
highway safety and motor-carrier safety 
programs. The gap between the two num- 
bers has been filled by periodic transfers of 
general revenues (since 2008), interest paid 
by the Treasury Department to itself on 
accumulated balances and a small amount 
of fines and penalties for highway and truck 
safety and highway tax evasion offenses.” 

There is no Passenger Rail Trust Fund. 
Such a steady source of funding “has 
moved from fantasy to plausible,” said 
Mathews. “There is momentum in the 
administration and in Congress. There is 


a better chance of one being established 
now than there has been in generations.” 

Even in other categories of infrastruc- 
ture where there is less overt opposition 
to government investment, the US scores 
poorly. That has been documented by 
no less an authority than the American 
Society of Civil Engineers. ASCE issues an 
annual report card on 17 categories, most 
scoring Cs and Ds (see table below and 
sidebar, page 27). 

“The federal government funded 90% of 
the Interstate Highway System, the states 
10%, said Greg DiLoreto, past president of 
ASCE and currently the chair of the soci- 
ety's Committee on America’s Infrastruc- 
ture. He noted several major infrastructure 
initiatives that have received wide support 
over many years. For example, the Office 
of Road Inquiry was created in 1893. It 
became the Office of Public Roads, then 
the Bureau of Public Roads and today the 
Federal Highway Administration. 

“In 1969 the Cuyahoga River caught 
fire in Cleveland,” said DeLoreto. “That 
is about when I was starting my career 
[in water treatment]. The event showed 
the nation how bad our rivers were, how 
bad water pollution had become. Under 
the Clean Water Act (CWA) there were 
federal grants of 75% for water treatment 
infrastructure. It was something we had to 
pay for as a nation because individuals did 
not have the resources.” 

Nor, in this instance, did the city of 
Cleveland. The day after the fire, Carl B. 
Stokes, the first Black mayor of a major US 
city, led a press tour of the fire site, as well 
as surrounding industrial areas. 

As David and Richard Stradling noted in 
their 2015 book, Where the River Burned: 
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Carl Stokes and the Struggle to Save Cleve- 
land: “During the pollution tour, Stokes 
attempted to assign meaning to the fire. He 
argued that the city was not in a position to 
control the pollution within its borders... 
Cleveland had no power over its suburbs... 
And it had no control over state regulations 
and the pollution permit system.” 

According to the Environmental Pro- 
tection Agency’s history, “the basis of the 
CWA was enacted in 1948 and was called 
the Federal Water Pollution Control Act. 
That Act was significantly reorganized 
and expanded in 1972. ‘Clean Water Act’ 
became the Act’s common name with 
amendments in 1972.” 

DiLoreto explained that broad politi- 
cal support for infrastructure investment 
changed abruptly in the early 1980s. “Rea- 
gan came into office saying that govern- 
ment was the problem, not the solution. 
As part of that the grants for water and 
waste water became loans that had to be 
repaid. But if they had to borrow, states 
and local governments knew it was better 
to go to the bond markets directly.” 

By 2017 most water infrastructure was 
owned by local governments, some by 
states. “They've had to step up and raise 
water and sewer taxes and fees, as they 
have for schools and roads. The federal 
government has not raised the gasoline 
tax since 1993.” 

While taxation was a major factor lead- 
ing the colonists to declare independence 
from Great Britain, it was less of an issue 
in the early republic because duties and 
fees were a significant source of govern- 
ment revenue. 

“In the Jacksonian era questions of tax- 
ing and spending, charters for businesses, 
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and funding the government became sig- 
nificant political issues,” said Christopher 
Graham, curator of exhibits at the Ameri- 
can Civil War Museum in Richmond, 
Virginia. “Debates over ‘internal improve- 
ments’ were important factors in decades 
leading up to the Civil War.” 

Graham noted in particular the 
Maysville Road controversy of 1830. Jack- 
son vetoed a bill by which the government 
would have purchased stock in a company 
building a road from Lexington, Kentucky 
to Maysville, on the Ohio River. 

There were many arguments for and 
against—most practical, some purely legal- 
istic. Jackson’s decision was that the road 
was entirely within one state, so it was 
purely a local matter. He dismissed argu- 
ments that it was to be part of a larger sys- 
tem of roads being developed throughout 
what was then the western frontier, and 
thus of benefit to the nation as a whole. 

“For the longest time it was widely under- 
stood that the central government had some 
responsibility for shipping,” said Graham. 
“Over time, what people saw as count- 
ing for internal improvements expanded 
to things like swamp drainage and canals. 
Both political parties, the Democrats and 
the Whigs, competed to support internal 
improvements. But by the end of the 1850s 
the more conservative ones [mostly Demo- 
crats but also some southern Whigs] had 
come to consider spending on internal 
improvements wildly out of control and 
corrupt. They were probably not wrong.” 

At that point centrifugal forces had 
begun to take over politics. There were 
still some Jeffersonian conservatives who 
favored a weak central government. At the 
same time the Republican party formed 
with strong advocacy for free labor over 
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slave labor, and for internal improve- 
ments. Some of Abraham Lincoln’s earliest 
forays into politics were to support river 
clearance for better navigation and com- 
merce. His early law career was also heav- 
ily involved with steamboats and railroads. 

The reactionary, or at least minimal- 
ist views on infrastructure spending 
coalesced in the Confederacy. Article I 
Section 8 of the US Constitution gives the 
federal government the right “to regu- 
late Commerce with foreign Nations, and 
among the several States, and with the 
Indian Tribes,” and leaves it at that. 

Article I Section 8(3) of the Confed- 
erate constitution states the exact same 
right to regulate commerce and then adds 
explicitly, “but neither this, nor any other 
clause contained in the constitution, shall 
ever be construed to delegate the power 
to Congress to appropriate money for any 
internal improvement intended to facili- 
tate commerce.” 

An exception was given for aids to 
navigation, but it was specified that those 
shall be paid for by “duties...laid on the 
navigation facilitated thereby.” 

Graham made an important clarifica- 
tion. “It is not true that Confederates were 
preternaturally opposed to federal power. 
They supported the Fugitive Slave Act of 
1850. They were also not categorically 
opposed to industry and infrastructure. As 
Secretary of War under President Franklin 
Pierce, Jefferson Davis advocated for a 
transcontinental railroad taking a south- 
ern route, and he facilitated the Gadsden 
Purchase in 1853 to help enable that. 

Indeed, there were grandiose dreams 
of a vast western empire, as detailed in 
the book Colossal Ambitions: Confederate 
Planning for a Post-Civil War World, by 
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Although the 
constitution of the 
Confederate States 

of America explicitly 
prohibited spending on 
“internal improvements,’ 
Confederate currency— 
such as this $100 note 
from 1862—often bore 
the images of railroads 
and other infrastructure 
projects. 


Adrian Brettle, a member of the faculty at 
Arizona State University. 

“What comes back over and over in the 
Confederate constitution,” said Brettle, “is 
that you can’t separate finance from ide- 
ology. The federal government support- 
ing infrastructure projects was anathema 
because it was supporting one section or 
interest over another.” 

There was also a sense of the natural 
order of things versus “artificial imposi- 
tions,” Brettle explained. That was not 
just an entitled racial view but also a 
geographic one. “There was a sense in the 
South that, ‘we have a vast natural river 
system so we don't need internal improve- 
ments like the unnatural North.’ The Mis- 
sissippi River versus the Erie Canal. The 
Confederates also loved the idea of private 
enterprise. The states would lead and the 
federal government would follow.” 

As early as 1862, and more so in the 
next few years, the realities of war started 
to impose practical changes on that ideol- 
ogy. “We start to see things like subsidies 
that are inconsistent with the sanctimo- 
nious constitutional prohibition on inter- 
nal improvements. Given what happened 
in the war, it seemed Confederate leaders 
were easy about saying one thing and 
doing another,” said Brettle. 

Ironically, the same progressive versus 
reactionary divisions emerged even within 
the Confederacy. Some hoped to restore 
the status quo ante bellum. Others, he 
noted, dreamed of a vast inland empire. 
“They kept oscillating between dreaming 
and planning, but they could reconcile the 
paradox for anything that would secure 
their independence and put their slave 
economy at the center of world com- 
merce. That was the highest goal.” 
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Every four years, the American Society of Civil Engineers (ASCE) 
estimates the investment needed in each infrastructure cat- 
egory to maintain a state of good repair and earn a grade of 
B. The most recent analysis reveals that while there have been 
incremental immediate gains in some of the infrastructure 
categories, the nation’s long-term investment gap continues 
to grow. 

The US is still just paying about half of its infrastructure 
bill—and the total investment gap has gone from $2.1 trillion 
over 10 years to $2.59 trillion over 10 years. As ASCE discovered 
in its 2021 study, “Failure to Act: Economic Impacts of Status 
Quo Investment Across Infrastructure Systems,” failing to close inland! Waterways BMlating 
this infrastructure investment gap brings serious economic Ports’ 
consequences. Dams? 


By 2039, continued underinvestment in US infrastructure at 
current rates will cost: 


- $10 trillion in GDP 
- More than 3 million jobs in 2039 Public Parks & Recreation® 
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- $2.24 trillion in exports over the next 20 years 


When a nation fails to invest in its infrastructure, the citi- 
zens pay the price. Poor roads and airports mean travel times 
increase. An aging electric grid and inadequate water distri- 
bution make utilities unreliable. Problems like these translate 
into higher costs for businesses to manufacture and distribute 4. Data based on conversations with ASTSWAMO and RCRA Part C; Brownfield analysis; the Superfund funding 

: : : : information does not include DOE’s Environmental Management program, which is funded at $6 to $6.5 billion 
goods and provide services. These higher costs, in turn, get “wally 
passed along to workers and families. 

By 2039, America’s overdue infrastructure bill will cost the 

average American household $3,300 a year, or $63 a week. 








1 Data taken from ASCE Failure to Act 2021 study + rail funding gap from ASLRRA 
2 Data taken from ASCE Failure to Act 2021 study. www.asce.org/failuretoact 
3 Dams includes estimates from ASDSO, USACE, Bureau of Rec, and FEMA spending 


5 Total needs numbers is based on discussions with the National Committee on Levee Safety 


6 Estimates based on National Parks Service, Great American Outdoors Act, National Association of State Park 
Directors, City Parks, and National Association of State Park Directors 


7 Data from State of our Schools: America’s K-12 Facilities (2016). 21st Century School Fund, Inc., U.S. Green 
Building Council, Inc. 


Sectionalism was evident as far back 
as the Erie Canal. In 1807, the US Senate 
asked the Treasury Department to com- 
pile a report proposing ways the federal 
government could improve the young 
nation’s transportation system. Secretary 
Albert Gallatin’s landmark Report on 
Roads, Canals, Harbors and Rivers was 
issued the next year, and noted: 


The present population of the United 
States, compared with the extent of ter- 
ritory over which it is spread, does not, 
except in the vicinity of the seaports, 
admit that extensive commercial inter- 
course within short distances, which, 
in England and some other countries, 
forms the principal support of artificial 
roads and canals... It is necessary, in 
order to be productive, that the canal 
should be a communication with a 
natural extensive navigation which will 
flow through that new channel. 


While President Thomas Jefferson ini- 
tially supported the initiatives suggested 


in the report, “southern members of Con- 
gress realized that the northern states 
would benefit more from the Erie Canal, 
and that proposal was killed,” said Derrick 
Pratt, educator at the Erie Canal Museum 
in Syracuse, New York. Jefferson himself 
soured on the idea. 

“New York State realized it had to take 
the initiative,” said Pratt, “and made a 
$2 million appropriation to connect the 
Mohawk River to the Seneca River. The 
first season of navigation on the middle 
part of the canal that was completed first 
was 1820. That allowed some toll revenue 
to be collected, but eventually the state 
had to spend $7.5 million to complete the 
canal in 1825.” 

The museum is in downtown Syracuse, 
in the last remaining weighlock build- 
ing from the original canal. While that 
segment of the canal has long since been 
converted to a road, the Erie Canal still 
operates 339 miles from Albany to Buffalo; 
the entire New York State Canal system 
stretches 524 miles. 


“The state funding for the first section of 
the canal proved the concept,” said Pratt. 
“The entire original canal was completed 
on time and on budget and was paid off 
in 10 years. Today the Canal Corporation 
is part of the New York Power Authority, 
and while it technically ‘loses’ several mil- 
lion dollars a year, the National Heritage 
Corridor conducted an economic study 
that found it generates $1.2 billion annu- 
ally in related activity.” 

Some of the locks on the current Erie 
Canal are beautiful in the evening light 
as seen from the big picture windows of 
Amtrak’s daily Lake Shore Limited as it 
winds its way from New York to Chicago, 
losing a few dollars but making a lot of 
sense. % 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise e& Industry Historic Research 
(www.enterpriseandindustry.com) and 
an active member of the Museum’s edito- 
rial board. 
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By Michael A. Martorelli 


PEOPLE WHO FOUND IT DIFFICULT to deal 
with 2020’s government-imposed mask- 
ing and social distancing guidelines have 
only the slightest concept of the hardships 
caused by the federal mandates Americans 
had to deal with in the late summer and 
fall of 1971. On August 15 of that year, 
President Richard M. Nixon announced a 
90-day freeze on all wages, salaries, prices 
and rents. This order was the first of its 
kind imposed during peacetime. The freeze 
was only one element of the President's 
New Economic Policy, a set of initiatives he 
believed would restrain the ongoing rise in 
inflation and stabilize the slumping econ- 
omy without exacerbating unemployment. 

Another important part of the program 
(and one with long-term consequences 
worthy of a separate article) was the sus- 
pension of full convertibility of dollars 


President Richard M. Nixon announced a 90-day 
freeze on all wages, salaries, prices and rents 
on August 15, 1971. 





into gold by foreign treasuries and central 
banks. Economists would spend the next 
several years evaluating the long-term 
impact of that action. Businessmen and 
consumers would have to cope with the 
more immediate and direct impact of the 
wage and price controls. 

As he assumed the presidency in January 
1969, Richard Nixon announced that curb- 
ing inflation without causing a sharp rise in 
unemployment would be one of his most 
important domestic priorities. Consumer 
prices had risen by 4.7% in 1968, the largest 
increase in more than 15 years. The Federal 
Reserve had overseen quarterly increases in 
the money supply averaging 8.6% through- 
out 1967 and 1968, thus providing the 
economy with more than enough liquidity. 

The President believed both fiscal and 
monetary policy should be tightened to 
curb the inflationary trends in wages and 
prices. His administration supported the 
extension of a 10% income tax surcharge, 
produced a budget that reduced federal 
spending below the previous year’s level 
and approved the elimination of a 7% 
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investment tax credit. While the President 
had no control over monetary policy, he 
hoped the Fed would help the cause by 
limiting the growth of the money supply. 
Throughout the first year of the Nixon 
presidency, administration officials kept 
asserting that maintaining their policy of 
“gradualism” would soon lead to a soften- 
ing of both inflation itself and inflationary 
expectations. By the end of 1969, it seemed 
that the combination of fiscal and mon- 
etary policies had led to the slowing of 
the economy. The inflation-adjusted Gross 
National Product (GNP) grew by only 3.1%, 
versus 4.9% in 1968. The rate of inflation 
proved more stubborn and actually rose to 
5.5%, versus 4.3% in 1968. The unemploy- 
ment rate remained steady at around 3.5%. 
By the middle of 1970, the President 
was feeling the need to take some visible 
steps to demonstrate his firm intention of 
controlling what seemed like a continu- 
ing epidemic of rising prices. He created 
the National Commission on Productivity 
(NCP) and the Regulations and Purchas- 
ing Review Board (RPRB) and tasked both 
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groups with watching for federal purchases 
or regulations that would aggravate infla- 
tion. He also instructed the Council of Eco- 
nomic Advisers (CEA) to issue “inflation 
alerts” to call public attention to significant 
increases in wages or prices being put 
in place by various parties. That advisory 
board issued its first “inflation alert” in 
August, criticizing recent price increases in 
items ranging from coal to cigarettes. 

That same month, the Democrat-con- 
trolled Congress purposely discomfited the 
free-market Republican President by pass- 
ing the Economic Stabilization Act of 1970 
and giving him the unwanted authority to 
impose mandatory wage and price controls. 
The President accused the legislators of 
playing politics with inflation, saying he was 
signing the multi-part Public Law 91-379 
only because it included the much-needed 
extension of the Defense Production Act. 

Throughout the second half of 1970, a 
growing chorus of voices suggested that 
gradualism was not working and that a 
federal “incomes policy” restricting the 
growth of wages and prices should be 
implemented. The President continued to 
disavow any plans for wage and price con- 
trols, even as it was becoming obvious that 
the inflationary spiral was not only hurt- 
ing the domestic economy but also pricing 
US-made products out of many overseas 
markets. Democrats in the House of Rep- 
resentatives urged him to adopt some for- 
mal pricing guideposts, and to take more 
forceful action if those guidelines did not 
achieve the desired effect. 

In December, the CEA published its 
second “inflation alert,” criticizing the 
13% wage increase the United Auto Work- 
ers had recently won as they ended their 
67-day strike against General Motors. This 
toothless pronouncement was met with 
the same degree of apathy as the first alert 
issued the previous summer. At the end 
of the year, Fed Chairman Arthur Burns 
joined several Treasury Department ofh- 
cials in suggesting the creation of a high- 
level wage and price board to investigate 
instances of manipulation or exploitation 
and help tamp down inflationary expecta- 
tions. The year-end statistics showed that 
the economy remained weak; real GNP 
rose only 0.2%. But the inflation rate rose 
again to 5.7%; and unemployment rose 
steadily before peaking at 6.2% in the 
fourth quarter, a rate not seen in 10 years. 

In early 1971, the CEA raised skep- 
tical eyebrows by again predicting that 
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Cover of the August 30, 1971 issue of 
Time magazine, featuring President 
Nixon’s wage and price controls. 


the administration’s policies would lead 
to reductions in the rates of both infla- 
tion and unemployment. Secretary of the 
Treasury John Connally told Congress 
the President remained uninterested in 
imposing wage and price controls, but 
that he would accept the extension of 
his authority to do so in the form of the 
renewal of the soon-to-expire Economic 
Stabilization Act of 1970. 

In the first quarter, the President took 
two actions to address rising costs in the 
construction industry, a segment of the 
economy that had seen particularly large 
wage increases in the recent past. (New 
contracts signed in 1970 had called for 
median first-year wage increases of 17%.) 
First, he suspended the provision of the 
Davis-Bacon Act that required contractors 
on government projects to pay union wage 
rates. Then he established the Construction 
Industry Stabilization Committee (CISC) 
to review and approve any changes in that 
industry’s collective bargaining agreements. 

The rate of inflation moderated a bit to 
2.4% in the first quarter. However, whole- 
sale and retail prices spiked to annual rates 
of increase of 6% and 8.4%, respectively, 
in the second; and the unemployment 
rate remained persistently high at 6%. Fed 
Chairman Burns urged the administration 
to take additional steps to control infla- 
tion. A group of Congressional Repub- 
licans announced their plan to create a 
wage-price board to address the situa- 
tion. And somewhat ominously, groups of 


longshoremen, steelworkers and railroad 
workers all went on strike, seeking wage 
settlements likely to defy the administra- 
tion’s jawboning efforts. 

During the weekend of August 13-15, 
President Nixon gathered his top eco- 
nomic advisors for a conference at Camp 
David to discuss ways to deal with infla- 
tion, the international monetary situation 
and other fiscal problems. In telling them 
of his decision to freeze all wages, prices 
and rents, the President emphasized the 
temporary nature of that action, as well as 
his refusal to consider a long-term program 
of controls. The freeze was meant only as a 
short-term respite to the inflationary spiral. 
Imposing it would give policymakers the 
time to develop a set of policies that would 
ensure the type of long-term price stability 
that had been missing for too long. 

At 9 p.m. Eastern Daylight Time on Sun- 
day, August 15, the President told national 
television and radio audiences about his 
multi-part program to address the prob- 
lems of inflation, unemployment and inter- 
national currency speculation. The essence 
of the “incomes policy” noted in Executive 
Order 11615 he issued that night were sec- 
tions that accomplished the following: 


e “Stabilized” for 90 days prices, rents, 
wages and salaries at levels no greater 
than those that had prevailed during the 
past 30 days 


e Established an eight-member Cost of 
Living Council (CLC) 


e Charged the CLC with both administer- 
ing the freeze and developing the plans 
for maintaining a stable level of prices 
and costs after the freeze expired 


e Allowed the CLC to redelegate its 
authority and use the resources of other 
federal or state agencies to carry out its 
responsibilities 


Treasury Secretary Connally would lead 
the CLC, which would consist of half a 
dozen cabinet officers plus the chairman 
of the CEA and the director of the Office 
of Management and Budget. The President 
appointed Arnold Weber as the executive 
director, who then assembled an adminis- 
trative staff of only a few dozen. This small 
group would not be able to administer 
the details of a wage and price freeze that 
promised to disrupt financial arrange- 
ments across the complex and diverse 
United States economy. So, the Presi- 
dent encouraged the CLC to delegate the 
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Parade float in a Louisville, CO, festival depicting President Nixon's price-wage freeze, September 6, 1971. 


day-to-day administration of the freeze 
to the Office of Emergency Prepared- 
ness (OEP). He deliberately chose this 
relatively small organization to administer 
what he insisted would be only a tempo- 
rary period of wage and price controls. As 
a lawyer in the Office of Price Administra- 
tion (OPA) in 1942, President Nixon had 
witnessed the bureaucratic entanglements 
that plagued that semi-permanent organi- 
zation’s activities. 

The choice was quite rational. The 
OEP’s existing mission, which it con- 
tinued to execute throughout the freeze 
period, was coordinating the federal gov- 
ernment’s response to natural disasters. Its 
staff of 300 were experienced in working 
with representatives from other agencies 
while dealing with an emergency. It had a 
national operations office, a decentralized 
organizational structure and a network of 
field offices spread across the country. 

OEP Director George Lincoln took full 
advantage of his authority to use the 
resources of any federal or state agency to 
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help administer the freeze. He identified 
the Internal Revenue Service (IRS) and 
the Agricultural Stabilization and Conser- 
vation Service (ASCS) to help handle the 
anticipated volume of requests for rules, 
procedures and information about excep- 
tions or exemptions that would be flow- 
ing into the government during the next 
90 days. The IRS had 360 offices located 
largely in the nation’s urban areas, while 
the ASCS had 2,019 locations scattered 
throughout rural America. 

Opinion surveys showed a great deal of 
support for the wage and price controls. 
The public believed inflation was a serious 
problem and seemed pleased the President 
had decided to tackle it more forcefully. 
The administration acknowledged that 
many would be hurt disproportionately 
by the sudden imposition of the freeze but 
asked everyone to accept their temporary 
inconveniences and help break the back 
of inflation. Officials told many audiences 
the freeze would not be extended beyond 
its 90-day term. 
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The CLC had its hands full convinc- 
ing everyone that the freeze was being 
administered fairly. Labor leaders claimed it 
imposed uneven sacrifices on working peo- 
ple. Indeed, after calling for such controls 
for months, on August 19 the AFL-CIO 
Executive Council formally announced its 
opposition to these measures. Businesses 
complained they were not able to pass on 
recent wholesale price increases to their 
retail customers. Governors, mayors and 
local political leaders worried about the eco- 
nomic health of their constituents. Many 
parties noted their disappointment that the 
freeze did not affect interest rates, dividends 
or profits. (The Camp David group had 
acknowledged that the President did not 
have the authority to impose controls on 
interest rates or dividends. Nevertheless, 
CLC officials sought and received assur- 
ances from commercial bankers and corpo- 
rate executives that they would observe the 
spirit of the temporary controls.) 

The freeze did not cover every commer- 
cial transaction in the country. The price 
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President Nixon meets with a group of labor leaders—including Teamsters President 
Frank Fitzsimmons and AFL-CIO President George Meany—to discuss what kind of 
economic controls would follow the 90-day wage-price freeze, September 10, 1971. 


controls did not apply to raw agricultural 
products, imports or exports. The wage 
controls did not apply when they con- 
flicted with other government programs. 
Beyond those general statements, how- 
ever, CLC and OEP officials had to spend 
considerable time dealing with individual 
requests for an exception or an exemption 
from the rules and regulations the OEP 
published in a series of Economic Stabili- 
zation Orders. 

As far as enforcement was concerned, 
the August 15 Executive Order authorized 
civil and criminal suits against violators. 
When the threat of a government lawsuit 
against a suspected violator did not work, 
the Justice Department did indeed file 
suits to prevent pay increases or price 
increases from being implemented. Most 
were resolved through compromises or 
out-of-court settlements. 

The legal action most threatening to the 
entire program was the one filed by the 
Amalgamated Meat Cutters and Butchers 
Workingmen on September 10. It con- 
tended that both the Economic Stabiliza- 
tion Act of 1970 and Executive Order 
11615 were unconstitutional. The plaintiffs 
alleged that Congress could not delegate 
the power to impose wage and price con- 
trols to the President, and that the Presi- 
dent did not have the authority to deprive 
anyone of their rights under an existing 
contract. (The OEP was preventing many 
previously agreed-to increases in wages, 
prices or rents from taking effect.) 

In late October, US Circuit Judge Har- 
old Leventhal, acting as chairman of a 


special three-judge panel of a US District 
Court, announced the unanimous decision 
to uphold the rights of both the Congress 
and the President to take their unprec- 
edented actions. Congress had followed 
the applicable rules governing the delega- 
tion of legislative power; and the President 
had done the same in imposing the freeze. 

The OEP eventually employed 485 
people from more than two dozen fed- 
eral agencies to assist its own expanded 
employment base of 560 full-time and 
temporary staff members. During its 90 
days of existence, the agency fielded more 
than one million inquiries, 80% of which 
were sent through offices of the IRS and 
ASCS. The questions about the freeze were 
split among concerns over prices (39%), 
wages (30%) and rents (31%), although the 
ratio of questions varied quite a bit among 
the OEP’s 10 regional offices. 

One sign of the public’s general accep- 
tance of the freeze was the relatively small 
number of requests for exceptions or 
exemptions the OEP received. Some 2,500 
businesses (out of 11.6 million) asked for 
price relief. About 2,000 workers (out of 
78 million) asked for higher wages. Fewer 
than 1,000 renters (out of 23.6 million) 
asked for rent relief. OEP or CLC officials 
did approve a small number of exemp- 
tions. Construction workers, teachers, 
those earning less than the minimum wage 
and those recently promoted could receive 
a wage increase; a life insurance company 
could implement a price increase on a 
group health policy; and municipalities 
could increase water or sewer rates. 


On September 9, the President told 
Congress he would not extend the freeze 
beyond its scheduled expiration date of 
November 13. A month later, he unveiled 
the details of Phase II of his program to 
control inflation. Its “not quite mandatory 
but more than merely voluntary” guide- 
lines would be aimed at cutting the rate of 
inflation to 2-3% within a year. This phase 
of the program would end only when a 
reasonable degree of continuing price sta- 
bility could be assured after its restrictions 
were lifted. 

In a narrow sense, the 90-day Phase I of 
President's Nixon’s New Economic Pol- 
icy was a success. Wages, salaries, prices 
and rents remained largely unchanged 
while the freeze was in effect. However, 
from November 1971 to April 1974, actions 
taken by the CLC’s new Pay Board and 
Price Commission failed to control the 
contemporaneous rise in inflation or the 
countrys inflationary expectations. So, 
in a larger sense, this peacetime example 
of an incomes policy did not achieve its 
objectives. $ 


Michael A. Martorelli is a Director 
Emeritus at Fairmount Partners and a 
frequent contributor to Financial His- 
tory. He earned his MA in History from 
American Military University. 
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US Monetary 
History and 

the Future 
Cryptocurrency 
system 


By Franklin Noll 


THE FUTURE OF MONEY is fast approach- 
ing. We hear much about Bitcoin, central 
bank digital currencies, stablecoins, cryp- 
tocurrency and digital money. Proponents 
of this brave new monetary world see it as 
unprecedented and revolutionary. How- 
ever, few realize how much it is informed 


and shaped by the past. Monetary his- 
tory, stretching back close to 200 years, 
is currently propelling and constraining 
the development of alternative currencies. 
The weight of our monetary past will only 
be felt more in the future. 

In some cases, our monetary past seems 
to be repeating. In other cases, the past 
is limiting innovation. The examples are 
numerous. But, it may be useful to review 
some of them not only to better under- 
stand the past but also to understand the 
often confusing world of cryptocurrency. 

This article will focus on two types of 
cryptocurrencies: stablecoins and central 
bank digital currencies. A stablecoin is a 
cryptocurrency which, as the name sug- 
gests, seeks to maintain a stable value. It 
is usually tied to an existing fiat currency 
such as the dollar, pound or euro. A 
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central bank digital currency (CBDC) is a 
cryptocurrency or other digital currency 
issued by a nation’s central bank. It is not 
an electronic token of a country’s fiat cur- 
rency, but a separate form of currency that 
is a claim on the central bank. 

Parallels to such modern currencies 
seem rather abundant in early 19th-cen- 
tury America. This would seem a good 
place to start an exploration of how the 
monetary past is affecting the monetary 
future. Indeed, the early 19th century 
saw a decentralized currency system that 
accommodated a myriad of currencies 
that had different values and purposes. 
At the time, the money of the United 
States consisted of coins produced by the 
US Mint, diverse foreign coins and bank 
notes issued by private banks. This situa- 
tion created numerous problems. 
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Some of these many currencies were bank 
notes issued by wildcat banks. From 1837 to 
1865, the United States had a “Free Bank- 
ing” system in which independent banks 
issued their own currency. All that was 
needed to set up a bank was some initial 
capital and registration with the state in 
which the bank was to operate. There were 
no US government regulations regarding 
banking. (For this reason, the system is 
sometimes called the State Banking Sys- 
tem.) If a bank wanted to issue currency, it 
had to deposit bonds with its state’s bank- 
ing authority. Usually, a bank could issue 
anywhere from 90-100% of the value of the 
bonds deposited. It would then set up shop 
and start issuing its own bank notes, which 
a private printer would produce. 

However, not all banks were created 
equal. Some states had relaxed rules about 
how financially sound your bank or bond 
deposits had to be in order to issue cur- 
rency. In some states, a bank could deposit 
nearly worthless bonds as collateral for its 
bank note issuances. And, of course, some 
banks just ignored the rules. There were 
banks that pretended to have the required 
specie to redeem their notes but were just 
cooking the books. The worst of these 
offenders were wildcat banks. 

Wildcat banks were reckless or finan- 
cially unsound. The term arose in Michi- 
gan in the 1830s and referred to banks set 
up in the middle of nowhere, far from 
any town. Established in the wilderness, 
“where the wildcats roamed,” these banks 
would take their bank notes and spend 
them far and wide. However, because of 
the inaccessible locations of the banks, 
hardly anyone would come to redeem the 
notes for specie. A wildcat bank could 
just pull up stakes and disappear, leaving 
worthless bank notes behind after having 
made a fabulous profit. 

Jumping forward in time to today, one 
can see how history may repeat itself 
with the rise of the cryptocurrency sys- 
tem. In the Free Banking era, not all 
issuing banks were created equal. In the 
future, not all cryptocurrency issuers will 
be created equal, either. Some will have 
sounder finances and deposits than others. 
Some will follow the rules more closely 
than others. And, there will be fears of 
“crypto” wildcat banks that will issue a 
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Examples of “wildcat” bank notes, from banks in New York, Rhode Island and Connecticut. 
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Some of the better-known cryptocurrencies include Litecoin, Ethereum and Bitcoin. 


worthless currency, take their profits and 
then disappear. 

The Stablecoin Classification and Regu- 
lation Act, often referred to as the Stable 
Act, addressed this very fear. The bill, 
introduced into the US House of Rep- 
resentatives in November 2020, called 
for any institution issuing a stablecoin 
denominated in US dollars to be a mem- 
ber of the Federal Reserve System and 
to hold 100% reserves against any coin 
issuance. Such federal regulation, it was 
hoped, would prevent any “wildcatting.” 


Multiplicity of Currencies 


The existence of so many different kinds 
of currency created a number of practical 
problems. The main one was figuring out 
the values of the different currencies. In 
daily transactions, merchants and custom- 
ers could readily determine the value of 
US coins or Spanish reales by condition 
and weight of the silver and, sometimes, 
gold coins. However, bank notes were a 
different problem. There were thousands 
of different bank notes issued by private 
banks. Not surprisingly, the different bank 
notes had different values. 


Few bank notes were worth face value. 
Most traded at a discount from 1-25% 
of face value, depending on the financial 
strength and location of the bank. In the 
case of wildcat banks, the value could be 
zero. In this private currency system, bank 
note users had to constantly monitor the 
fluctuating values of the notes being used 
in transactions. 

To determine the value of a piece 
of currency, a shopkeeper or consumer 
needed a bank note reporter. This weekly 
journal published entries for each bank 
note issued by various state-chartered 
banks across the country. It listed which 
notes were being counterfeited and how 
to spot a fake note. Imagine trying to run 
a shop where customers paid with a lot of 
different banks’ notes. How long would 
it take to inspect all the notes, look up 
their various values (and make sure they 
were not counterfeit), and then tally the 
values? 

One can see the same sort of problems 
arising with a new private currency system 
built on various cryptocurrencies. How 
will people know which ones are valid 
and how much they are worth? This is 
exactly the point made by St. Louis Federal 
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Reserve President James Bullard in Febru- 
ary 2021 in a conversation with CNBC: 


Before the Civil War, it was common 
for banks to issue their own notes... 
They were all trading around, and 
they traded at different discounts to 
each other, and people did not like it 
at all... I think the same thing would 
occur with Bitcoin here. You don't 
want to go to a non-uniform currency 
where you're walking into Starbucks 
and maybe you'll pay with Ethereum, 
maybe you'll pay with Ripple, maybe 
youll pay with Bitcoin, maybe you'll 
pay with a dollar. 


The problem indicated here is asym- 
metric information. In the 19th century, 
consumers lacked the information on 
issuing banks needed to make conver- 
sions. So, a uniform currency was gener- 
ally welcomed when it arrived in the form 
of greenbacks and national bank notes. 
However, the situation that President Bul- 
lard describes will be handled in the future 
by a smart phone app. Digital wallets, cur- 
rently being developed, will organize vari- 
ous digital currencies and will automati- 
cally pick the one or ones that will provide 
the most efficient and profitable payment. 
Already, one such application will convert 
Starbucks points into dollars to optimize a 
customer's payment strategy. 


What Counts as Money? 


At the heart of the multiplicity of cur- 
rencies problem is the question of what, 
legally, is money? For example, Congress 
could declare various instruments legal 
tender. In 1827, it was the Spanish real. 
In 1862, it was demand notes. The more 
pressing problem that arose and that per- 
sists to this day is the definition of “cur- 
rent” or “lawful” money. 

In 1814, the US Treasury held its money 
in various private banks. And, given that 
there were multiple currencies at the time 
and no US dollar bill, the Treasury had mul- 
tiple accounts segregated by types of cur- 
rency/asset: cash or local currency (current 
money), Treasury notes bearing interest, 
small Treasury notes not bearing interest 
and special deposits (bank notes from sus- 
pended state banks). Here, current money 
meant “money that was valued at par,” 
as cash meant coins and local currency 


referred to bank notes issued by local banks 
that could be readily redeemed in specie. 
This term became embedded in US law. 

Indeed, an 1864 law states: No one 
“shall utter or pass...any coins of gold or 
silver, or other metals or alloys of metals, 
intended for the use and purpose of cur- 
rent money, whether in the resemblance 
of coins of the United States or of foreign 
countries, or of original design.” 

Meanwhile, an 1862 law used the term 
“lawful money,” which appears to refer to 
official money: “no private corporation, 
banking association, firm or individual shall 
make, issue, circulate or pay any note, check, 
memorandum, token or other obligation, 
for a less sum than one dollar, intended 
to circulate as money or to be received or 
used in lieu of lawful money of the United 
States.” It seems that current money was 
being conflated with lawful money. 

By the 2oth century, the two terms were 
synonymous, and the courts had to define 
what they actually meant. This was done 
in 1906, in the case State v. Quackenbush, 
108 N.W. 953 (Minn. 1906). Here, current 
money was defined: 


Whatever is lawfully and actually cur- 
rent in buying and selling, of the value 
and as the equivalent of coin. Current 
money means money which passes 
from hand to hand and from person 
to person and circulates through the 
community. It is synonymous with 
lawful money. Whatever is intended to, 
and does actually, circulate as money... 
Current money, that which is generally 
used as a medium of exchange. 


So, how could this history impact 
the future of cryptocurrency? For one 
thing, there is precedent for having mul- 
tiple forms of legal tender. This means the 
Federal Reserve note can coexist with a 
Federal Reserve central bank digital cur- 
rency—what some are already calling the 
“digital dollar.” 

However, the conflated definition of cur- 
rent and lawful money calls into question 
the legality of any cryptocurrency that wants 
to become a widespread medium for retail 
payments. In other words, any cryptocur- 
rency that seeks to challenge the dollar as a 
means of payment in everyday transactions, 
like Facebook’s proposed Diem stablecoin, 
will be identified as current money and thus 
in violation of the 1864 law cited above. 


The Money Monopoly 


It was not an accident that the legal confla- 
tion of current and lawful money occurred 
during the 1860s. It was during the Civil 
War that the US government moved to 
secure a monopoly on money, banning 
private currency. Thus, we see the law 
mentioned above that makes it illegal for 
any organization or individual to issue 
any obligation that is used in lieu of lawful 
money at a value of less than one dollar. 
The law also forbids anyone to make any 
coin, including of their own design, that 
could compete with US currency. One 
might add to these laws the Legal Tender 
Acts that resulted in the greenback and 
opened the door to the Treasury issuing 
its own paper currency. From this point 
forward, Article I, Section 8, Clause 5 of 
the US Constitution (the coinage power) 
was interpreted to give the government 
the power to restrain private money. 

Part of the government’s move toward 
monopolizing money was the restraint of 
private bank notes. As noted, during the 
early 19th century, private banks, operat- 
ing under state charters, issued thousands 
of bank notes of varying values. To end 
this chaotic situation and establish a US 
currency union, the National Banking 
System was created in 1863 under the 
direction of the Office of the Comptrol- 
ler of the Currency (OCC). These new 
national banks would be able to issue their 
own notes called national bank notes. 

In effect, the OCC re-established the 
private currency system on a government- 
controlled collection of national banks 
that met strict deposit (100% reserves 
against issuance) and auditing criteria 
and issued government approved bank 
notes. Congress completed the end of Free 
Banking by taxing private bank notes out 
of existence. Eventually, the bank notes of 
the national banks were replaced by those 
of the Federal Reserve. 

Jump forward to September 21, 2020. On 
that day, the OCC issued an interpretive let- 
ter allowing national banks to hold stable- 
coin reserves for stablecoin issuers. This rule 
allows national banks to facilitate stablecoin 
issuance when they hold the 100% backing 
reserves. One can now envision a nation- 
wide network of stablecoin issuers resting 
on the National Banking System. National 
bank notes are replaced with stablecoins. 


And, as the backing of these stable- 
coins will probably be in US dollars, these 
stablecoins will be some form of US dollar 
coin. However, this move would make sta- 
blecoins akin to current or lawful money 
(a dollar-denominated instrument used 
in retail payments). As we have seen, 
this threatens the government's money 
monopoly established by Congress in the 
1860S. 

The OCC attempted to steer clear of a 
potential battle with Congress in another 
interpretive letter in January 2021 by 
defining stablecoins as a payment mecha- 
nism like debit cards, checks and elec- 
tronically stored value systems and not 
current money: 


Stablecoins serve as a means of rep- 
resenting fiat currency on an INVN 
[independent node verification net- 
work]. In this way, the stablecoin pro- 
vides a means for fiat currency to 
have access to the payment rails of an 
INVN. 


The success of this initiative remains to 
be seen. 


Monetary Past, Monetary Future 


Monetary history will continue to inform 
and shape new monetary developments. 
Cryptocurrencies—such as Bitcoin, Ethe- 
reum, Ripple and a variety of others yet to 
come—will continue to make headlines, 
but the role they will play will in large part 
be determined by historical precedent. 
Therefore, a thorough understanding of 
the monetary past is necessary to navigate 
the many challenges that lie ahead for the 
future cryptocurrency system. $ 


Franklin Noll, Ph.D., is a recognized 
authority on the history of money, includ- 
ing bank notes and cryptocurrency. He 
has extensively written and spoken upon 
these topics, including making film and 
radio appearances and writing blogs for 
the US Treasury and Bloomberg News. 
He is the president of Noll Historical 
Consulting. 
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The Canadian banking system 
“is predicated upon the 
assumption that the amount 
of money borrowed from the 
people...by the banks will 
enable the banks to use it as to 
have it safe for the depositors 
when they require it.’ The 
Canadian “system of branch 
banks, with the mobility that 

is possible in the movement of 
credit from one portion of the 
country to the other, makes 
possible loans being made on 
a large scale by a branch with 
very indifferent deposits, insured 
by the easy mobility of credits 
from a point where there is a 
demand for loans with limited 
deposits. That is the strength of 
our branch bank system?” 








Prime Minister R.B. Bennett, 

Minister of Finance and Receiver 
General, President of the Privy 
Council, Secretary of State for External 
Affairs in the House of Commons 


Canada, House of Commons 
Debates (Hansard) 
May 13, 1931 


By Joe Martin 


THIS YEAR MARKS the 150th anniversary of 
the Canadian Bank Act. Canada has had 
one of the safest banking systems in the 
world, “a textbook example of stability,” 
marked by a branch banking system and 
widespread accessibility. The Canadian 
banking system is more like the rest of the 
world than the unique American system 
in that there is a “Big Five” group of banks 
which account for 90% of all Canadian 
bank assets. 

During the Great Depression in the 
1930s and the Great Recession of 2008-9, 
no Canadian bank failed and none received 


First head office building of the Bank of 
Commerce, on the southeast corner of Yonge 
and Colborne Streets, acquired from the failed 
Bank of Upper Canada. 
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The Sesquicentennial of the Canadian Bank Act 


funding from the government of Canada. 
In the Great Recession of 2008-9, most 
Canadians were totally unaware of the his- 
torical reasons for Canada’s success. Those 
who ventured an opinion usually cited the 
Canadian government's decision a decade 
earlier, which blocked two big bank merg- 
ers. The answer lies much earlier—in 1867, 
when banking was made a federal respon- 
sibility, and in 1871, when the 1871 Bank 
Act was proclaimed, bringing stability to 
the future of Canadian banking. Yes, there 
were bank failures, but the unique Cana- 
dian provision of regular parliamentary 
reviews resulted in evolutionary improve- 
ment in both regulation and supervision 
Canada did not have any banks until 
1817. The spark for banking came after the 
1812 War when Canadian colonists started 
to demand paper money. Army bills had 
been introduced during the war, but they 
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had an expiration date. In 1817, a group 
of Montreal merchants began a bank, the 
Bank of Montreal. The bank’s charter was 
copied from Alexander Hamilton’s first 
Bank of the United States (BUS). There 
were other American influences as well. 
The first bank teller was American, and 
nearly one half of the shares were sold to 
wealthy families in the United States. 
From the beginning, the United States 
had a tremendous influence on Canada in 
many spheres, none more so than in bank- 
ing and finance. Canada learned a great 
deal from the United States, and some of 
those lessons were adopted and incorpo- 
rated into the Canadian banking system. 
But in most cases, since the 1830s, Canada 
rejected the American model and retained 
the characteristics of the earlier Hamilto- 
nian system, with limited liability, joint 
stock ownership and branch banking. 
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Left to right: Alexander Hamilton, the first US Secretary of the Treasury and the grandfather of the Canadian Banking System; 


Sir John A. Macdonald, father of Canadian Confederation, first Prime Minister and godfather of the Canadian Banking 
System; Sir Frances Hincks, Canadian Minister of Finance and father of the Canadian Banking System. 


But while the nations’ financial sys- 
tems were growing further apart, currency 
practices were gradually growing together. 
The pull of the United States was strong. 
In 1857, the Province of Canada finally 
moved completely away from the sterling 
system and adopted the decimal-based 
currency system for provincial accounts. 


Banking, a Federal Function 


The 1860s were an important decade in 
North America. In the United States there 
was the Civil War. During the war, the 
US Congress passed a series of National 
Currency/Bank Acts, which established a 
nationalized bank chartering system and 
raised money for the Union war effort. In 
many states, such as New York, there was 
opposition to national banks. 

North of the border, it was becoming 
clear that the governing structure in the 
Province of Canada was not working effec- 
tively. There was a deadlock. To break the 
deadlock, two political foes and their allies 
entered a political coalition, which resulted 
in the creation of a new country, Canada. 

In September 1864, the Canadian politi- 
cians invited themselves to a meeting of 
the Maritime colonies in Prince Edward 
Island. There, they came to a preliminary 
agreement for the creation of one British 
North American colony. This was quickly 


followed by a second conference in Que- 
bec City. From the first draft to the last, 
“banking, incorporation of banks and the 
issue of paper money” were among “the 
great powers’ and, therefore, were to be 
the responsibility of the federal authority. 

This was in line with future Prime 
Minister John A. Macdonald’s thinking, 
backed up by his reading of Hamilton’s 
comments in the “Secret Proceedings of 
the 1787 Constitutional Conference in 
Philadelphia.” Metaphorically speaking, 
Hamilton was “in the room where it hap- 
pened” in Quebec City as much as he 
was in the room where it happened with 
Jefferson and Madison in New York City. 
He was there because “John A.,” as he was 
affectionately called, had a copy of the 
“Secret Proceedings” with him in Quebec 
City. Not only that, but he had marked 
passages. 

Inspired by Hamilton, Macdonald 
expressed his support for the Canadian 
proposals: “We can now take advantage 
of the experience of the last 78 years, 
during which that (US) Constitution has 
existed... They declared by their Consti- 
tution that each state was a sovereignty 
in itself, and all the powers incident to a 
sovereignty in itself. Here we have devel- 
oped a different system. We have given the 
General Legislature all the great subjects 
of legislation,” including banking. 


A final conference was held in London, 
resulting in the passage of the British 
North America Act by the Imperial Parlia- 
ment, which came into effect July 1, 1867, 
creating the Dominion of Canada. 


The Battle of the Bank Acts 


Confederation did not happen in isola- 
tion. The residents of Canada West (now 
the Province of Ontario) were stunned 
to learn of the failure of their two largest 
banks, which were among the three largest 
banks in all of Canada, in 1866 and 1867. 
Thus, from the beginning, banking was an 
important issue for the new government. 

Unfortunately, the new Dominion got 
off to a rocky start when the Minister of 
Finance, the Honorable Alexander Tilloch 
Galt—early visionary, father of Confed- 
eration and strong proponent of banking 
as a federal responsibility—resigned. Galt 
was heavily involved in the failed Com- 
mercial Bank of the Midland District. Galt 
wanted the government to provide finan- 
cial assistance, which the government 
declined to do. His resignation came only 
four months after Canada was created. 

The Prime Minister, by now SIR John 
A. Macdonald, turned to one of his clos- 
est friends, John Rose, a highly successful 
Montreal businessman with strong bank- 
ing associations, to become Minister of 
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Bank of Montreal 


Finance. Among those strong associations 
was one with Edwin King, the youthful 
“Napoleon of Canadian Finance,” who was 
the general manager of the Bank of Mon- 
treal, a position he attained when he was 
only 35. The Bank of Montreal was at the 
time by far the largest bank in Canada and 
one of the largest in North America. In 
addition to their Canadian operations, they 
had offices in New York and Chicago. The 
bank was second only to Brown Brothers 
in the New York gold market. Much of the 
money they invested in gold came from 
Canada West (now Ontario), as King with- 
drew lines of credit in the western province. 

The first response to King’s reduction 
of credit to Ontario farmers came from 
his own board of directors, when Senator 
William McMaster, a Toronto business- 
man, resigned. McMaster established a new 
Toronto-based bank, the Canadian Bank of 
Commerce, which for the next half century 
was the Bank of Montreal’s major rival. 

King—impressed by the National Bank 
and Currency Acts in the United States— 
pressed for a similar system in Canada, 
whereby the federal government would 
be responsible for all note issues. This was 
a challenge. In Quebec, the banks were 
banks of deposit, while in Ontario they 
were banks of circulation. Note issue was 
far more important to Ontario’s banks 
than to Quebec’s. King foresaw a system 
where there would be only one (Montreal) 
or two major banks—Montreal would be 
like the Bank of England—and all other 
banks would have to give up their branch 
system and be strictly local. 

When Parliament convened in 1869, 
Minister of Finance Rose tabled a pro- 
posed new Bank Act, seconded by the 
Prime Minister. The Act was in line with 





King’s proposal. All hell broke loose in 
Ontario, where King was an anathema. 
From Toronto to Guelph to Stratford, 
groups such as Boards of Trade protested. 
The opposition, aided by some of the 
more independent Ontario members of 
the governing party, succeeded in defeat- 
ing Rose’s banking scheme, helped by 
strong manifestations of public sentiment 
against the measure. The bank scheme was 
withdrawn, and Rose and King resigned 
their positions in the fall. Both left Can- 
ada—Rose to London and King to Monte 
Carlo—never to return. 

With Rose’s resignation, the Prime Min- 
ister had to choose his third Minister of 
Finance in just over two years. He chose an 
old rival, Sir Francis Hincks, who had been 
Treasurer in the former Province of Ontario 
but had spent the past dozen years in the 
Caribbean as an Imperial Governor. Hincks 
brought deep knowledge of public finance 
to the position. And perhaps most impor- 
tantly, he had no connection with Montreal. 

It must be clear that the Montreal/ 
Toronto rivalry was not a French/English 
rivalry. It was a rivalry between the up- 
and-coming Anglo Saxon second city of 
Toronto against the first city of Montreal, 
which was dominated by a conservative 
Scots establishment. 

As Hincks was settling into his new job, 
he asked Senator McMaster to chair the 
Senate Banking Committee. Together they 
would work on the Bank Acts of 1870 and 
1871. Meanwhile, George Hague, cashier 
of the Toronto Bank, was busy organizing 
the other banks to ensure there was not a 
repeat of the Rose/King bill. 

Hincks worked hard, consulted widely 
and produced a bill that affected a “grand 
compromise” on the issue of who would 
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$4 bill from the Bank of 
Montreal (BMO) featuring 
Edwin King. King—known as 
the “Napoleon of Canadian 
Finance’—was the general 
manager of BMO from 
1863-1869. 


issue currency—the government or the 
banks. Henceforth, the government would 
issue notes of less than $4, while the banks 
would continue to issue notes of $4 and 
more. In addition, the Act also prescribed 
minimum capital levels, double liability 
on shareholders, limits on bank liabilities 
and prohibition against extending credit 
on real property. The unique Canadian 
provision was a requirement for decen- 
nial Parliamentary reviews of the Act. Ifa 
bank did not measure up, its charter could 
be revoked. 

When Parliament convened in 1870, 
Hincks explained the new Bank Act. The 
liberal opposition was strongly critical of 
the new legislation. They did not want 
government involved in note issue, as 
had become law in the United States. 
Throughout the debate, the Prime Min- 
ister offered words of encouragement, 
wisdom and humor to move the process 
along. In early April, both pieces of leg- 
islation—the one dealing with banks and 
banking and the one dealing with domin- 
ion notes—received approval. 

In early 1871, banking was still an issue. 
On March 3, the Minister of Finance 
moved a new bill relating to banking and 
finance. Only one bank had taken advan- 
tage of the previous year’s legislation and 
requested a new charter. The Minister 
now knew that the great majority of banks 
wanted their charters renewed and wanted 
all to be on the same basis. A new Act 
was proposed, which included “not only 
the provisions of the Act of last session, 
but also the general provisions of...the 
internal regulation of banks.” The new 
Act moved quickly through the House 
and the Senate and, on April 14, 1871, was 
proclaimed as the law of the land. 


Why, given Macdonald’s speeches criti- 
cal of the American system, did he second 
the 1869 Bank Act? And how was it that a 
year later a totally different Bank Act was 
passed by his government? Not only have 
these questions not been answered, they 
have not been posed—not by the leading 
members of the opposition at the time, 
nor by subsequent historians. 


Evolutionary Change 


Starting in 1881, Canada had decennial 
reviews until 1992, when the requirement 
was increased to every five years (which 
may or not have been a good decision). The 
most recent review was completed in 2019. 

All the reviews have been conducted 
by Parliament except for two, which were 
conducted by a Royal Commission on 
Banking and Finance. (A Royal Commis- 
sion is a group selected by the govern- 
ment to examine an issue and recommend 
changes to the law.) 

Over the years, the reviews have resulted 
in a wide variety of changes from modifi- 
cations of the law to facilitate mergers, to 
permit banks to make residential mortgage 
loans and to allow banks at the retail level 
to provide investment counselling, portfolio 
management and financial planning. 

In the years since the passage of the 
Bank Act, there have been four regula- 
tory regimes. Initially, regulation was light. 
However, in 1891 the Canadian Bankers’ 
Association (CBA) was formed with lim- 
ited regulatory powers. In the 1901 review, 
membership in CBA was made compulsory. 
At that time, the government offered to 
make the renewal of charters perpetual, but 
the banks believed there was benefit to the 
decennial review provision. In 1910, even 
central gold reserves were placed under the 
management of the CBA. This was a power- 
ful role for a trade association. 

As the years went by, there were increas- 
ing cries for government regulation of the 
banks. The 1923 review rejected the idea. 
Shortly thereafter, the Toronto-based 
Home Bank went under, with over $15 
million on deposit, the largest bank failure 
since the 1860s. This resulted in an amend- 
ment to the Act in 1924, which established 
the Office of the Inspector General as part 
of the Department of Finance. 

There would not be another change in 
regulation and supervision until 1987, when 
the Office of the Superintendent of Finan- 
cial Institutions (OSFI) was created as a 
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Senator William McMaster, 
founder of the Bank of Commerce. 


consequence of the failure of two Alberta 
banks, the Canadian Commercial and the 
Northland, the first bank failures since the 
Home Bank. 

Bud Estey, a Supreme Court Judge, 
investigated the bank failures and rec- 
ommended better supervision than had 
been provided by the Inspector General of 
Banks. Estey recommended the creation 
of the OSFI, which was established in 1987 
and combined the previous duties of the 
Inspector General of Banks and the Super- 
intendent of Insurance. 

Among the superintendent’s new 
powers was the right to issue cease-and- 
desist orders against financial institutions 
engaging in unsafe or unsound practices. 
The holder of the new office was also 
entitled to increased control over valua- 
tion of assets held by financial institutions, 
particularly real estate. The first superin- 
tendent was Michael Mackenzie. At the 
time, Mackenzie was a senior partner with 
the Canadian accounting firm of Clarkson 
Gordon. He established high standards 
of supervision and regulation and left a 
strong legacy. 

Immediately prior to the creation 
of OSFI, Canada had its “Little Bang,” 
as distinct from London’s “Big Bang.” 
From 1867 forward, Canada had its own 
form of “Glass-Steagall,” the “four pil- 
lars,” because of the Canadian constitu- 
tion. Commercial banks were federally 
regulated, while investment banks were 
provincially regulated. Trust companies 
were provincially regulated, whereas life 


insurance companies were mostly feder- 
ally regulated. Once deregulated, the com- 
mercial banks quickly acquired the major 
investment banks. 

These two factors—the creation of OSFI 
and the acquisition of the investment 
banks by the commercial banks—rein- 
forced the conservative Canadian bank- 
ing system. Today, more than a decade 
past that recession and 150 years since 
the original Bank Act was proclaimed, 
the Canadian banking system is regarded 
as safe and sound, one of the safest and 
soundest in the world. $ 


Joe Martin is the founding and cur- 
rent president of the Canadian Business 
History Association/L Association Cana- 
dienne pour L’Histoire des Affaires. He 
recently stepped down as the Director of 
Canadian Business History at the Rot- 
man School of Management, University 
of Toronto. Prior to joining the Rotman 
School, he was a partner with the Cana- 
dian practice of Deloitte Consulting for 
nearly a quarter of a century. 
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THIS IS A FASCINATING and sometimes 
challenging book. It is a thoroughly 
researched history of a little-known person 
at a pivotal moment in financial, busi- 
ness and industrial history. As such, it is a 
welcome addition. It is well written, which 
is not surprising given that the author 
has published both fiction and non-fiction. 
That said, Owens has taken too tight a focus 
on just the facts. There is little broader con- 
text, yet with only 172 pages of text, there 
was both need and room for some. 
Impoverished aristocrat Lady Charlotte 
Bertie married wealthy Welsh ironmas- 
ter John Guest in 1833. She was already 
something of a polymath and at first 
threw herself into learning and celebrat- 
ing the notably recondite Welsh language. 
Impressed with both her diligence and her 


determination, she was asked to translate 
a seminal report from French experts— 
possibly industrial spies—on new iron- 
making techniques around Britain. 

John had obtained a copy of Sur Pemploi 
de lair chaud dans les usines a fer de 
l’Ecosse et de l’'Angleterre, by the French 
inspector of mines, Ours-Pierre Armand 
Petit-Dufrenoy. “Its potential interest to 
the British iron industry was immense, 
but few ironmasters had sufhcient com- 
mand of French to be able to read it,” 
Owens wrote. “Knowing Charlotte’s facil- 
ity with languages...she was just the per- 
son to translate into English.” 

That kindled the fires of her own inter- 
est in ironmaking, and she rapidly became 
a confidant and advisor to her husband 
in business as much as in life. They had a 
strong and affectionate marriage that pro- 
duced 10 children and a thriving business 
that seems to have been first among equals 
in the Welsh iron and coal industry. 

We do get a fleeting glimpse of the circles 
in which they moved when Owens men- 
tions that the Guests were friends of Charles 
Babbage, “mentor of mathematician Ada 
Lovelace [and] inventor of the “Difference 
Engine’—a precursor of the computer.” 

John Guest struggled with health issues 
most of his life, and as it became clear to 
both of them that he had only a few years 
left, he made Charlotte the sole trustee of 
the business on behalf of their children. 

This is one of the instances where con- 
text is starkly missing. It was certainly 
unusual at that time for a woman to be heir 
and manager of a vast industrial complex. 
However, under Welsh and British law 
and custom, we don’t know if it was merely 
surprising or completely astounding. 

There are frequent snapshots of Char- 
lotte’s character. In one, she was asked to 
lay the first stone of a new railway. “Pre- 
sented with a minute, ornamental trowel, 
Charlotte made...a graceful play of laying 
the mortar,” Owens wrote. “But given a 
diminutive hammer with which to set the 
stone in place, she ‘rebelled outright’ at 
the rank absurdity of the thing. Seizing a 
labourer’s mallet, she swung it against the 
block with all her strength to hit it home.” 
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Later in the book the author details 
how Charlotte would walk the works with 
her managers, even going down into the 
mines. She knew the technology, the ter- 
minology, even the slang, and she was 
comfortable speaking with the workers. 
They, in turn, clearly treated her not just 
with the deference of class but also with 
the respect of employees who have confi- 
dence in the head of the company. 

Clearly the business histories that trace 
the idea of “management by walking 
around” only to the 1970s or ’80s need 
to correct their timelines by more than a 
century. 

Charlotte would consult with engineers, 
bankers and attorneys about everything 
from global prices of raw materials and 
finished goods to trade policy, transporta- 
tion infrastructure and politics. 

Politics, religion and class figure large 
throughout the story. In fairness, business 
and politics have always been intertwined, 
but it is clear that a British author is writ- 
ing to a British readership. As a result, 
the family and personal dramas that are 
important parts of the story often come 
across as episodes of Downton Abbey. 

To that point, however, it reinforces the 
reality at the time that a woman—even a 
bright and capable captain of industry— 
could never escape the gender-normative 
roles of society. All the more reason to 
admire Charlotte Guest. 

Another running theme in the book is 
the skirmishing with the regional grandee, 
John Chrichton-Stuart, 2nd Marquess of 
Bute, who was a rival in both business 
and politics. He was also a member of the 
House of Lords, and he supervised the 
government and military response to the 
Merthyr Rising of 1831, two years before 
Charlotte and John were married. 

The Guest’s mines, mills and home— 
adjacent to the works—Dowlais, were in 
Merthyr. As to geography and pronun- 
ciation, American readers can probably 
muddle through most of it, but what is to 
be done with Ynyscedwyn Ironworks? The 
publishers have a branch in Philadelphia 
and the book’s price is listed in dollars, not 
just pounds sterling. Did they not realize 
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that a pronunciation guide would have 
been a great help to us benighted colonials? 

The climax of the Charlotte’s career 
as an industrialist was a renewed period 
of labor unrest. The two chapters titled 
“The Ironmaster” and “The Strike of 1853” 
could stand alone as a compelling story 
of management firmness and fairness. 
The fact that matters did not descend into 
violence as in 1831 can be credited mostly 
to Charlotte. 

In a classic wage-and-price inflation 
scenario, the owner of one big mill deter- 
mined to refuse his workers’ demands for 
higher pay. He then sought collusion with 
the other mine and mill owners for a gen- 
eral lockout to bring the masses to heel. 
Charlotte refused, saying she had always 
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done well by her workers and they by her. 
The lockout collapsed, and the reluctant 
owners reached a compromise with their 
workers. 

What goes around comes around, how- 
ever, and not long after Charlotte’s work- 
ers themselves struck for higher wages. 
She understood their economic situation, 
but she realized the spiral of wages and 
prices had to end somewhere. She was 
pressed on the outside by a slumping mar- 
ket for iron and steel, and on the inside by 
a twinge of betrayal after she had stuck up 
for her workers, literally into the face of 
the other mill owners. 

Charlotte held firm and prevailed. 
Workers agreed to come back for a token 
raise and improvements in working 
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conditions. There were no hard feelings 
either way, but the ordeal left Charlotte 
drained. What had been exciting as a 
partnership with her husband was just a 
chore alone. She promoted trusted lieu- 
tenants to supervisory positions, and with 
one last tweak of convention, remarried 
to a younger man and retired from active 
management. $ 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise e& Industry Historic Research 
(www.enterpriseandindustry.com) and 
an active member of the Museum’s edito- 
rial board. 
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“Alexander Hamilton was the architect of the 
American financial system that endures to this 
day ... Sylla and Cowen provide helpful historical 
context, but they largely let Hamilton’s genius 
speak for itself. From short essays that resemble 
the modern op-ed to legal documents to his 
reports to Congress as Treasury Secretary, the 
book offers a compelling window into Hamilton’s 
visionary thinking on economic matters.” 


—Robert E. Rubin, co-chair emeritus, 
Council on Foreign Relations, 
and former U.S. Treasury Secretary 
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“This is undoubtedly a treasure trove for financial 
and public policy geeks, and the book will also 
help lay readers go beyond the hit musical in 
understanding Hamilton’s lasting significance.” 


—Publishers Weekly 


“Hamilton’s writings always impress for their 
clarity of argument and, especially, for their 
prescient vision of the future of the American 
economy. Thanks to Richard Sylla and David J. 
Cowen for reminding us of that.” 


—Ben Bernanke, former chairman of the Board of 
Governors of the Federal Reserve System 
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